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HUDDERSFIELD 
BUILDING SOCIETY 











Investments Mortgages 









HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 


LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 | 





























YOUR CLIENTS 
WILL THANK YOU 


for recommending this 


SPLENDID CAUSE 
to benefit by a 
BEOQUEST 


The Flerence Nightingale Hospital 
is neither controlled nor supported 
by the State. It provides medical 
and surgical treatment for ladies of 
limited means and those of the 
professional classes. 
Kindly recommend it to 
your clients who are 
making their wills. 


There is no more worthy FOUNDED IN THE SERVICE OF BRITISH 
or deserving cause. 
INDUSTRY, PROVIDES LONG-TERM CREDIT 


ry | oerenee TO ENABLE MANUFACTURERS, MERCHANTS, 


TRADERS AND CONTRACTORS TO EXTEND 


N ightingale AND DEVELOP THEIR BUSINESS. 


HOSPITAL 
19 Lisson Grove, London, N.W.1 
PADdington 6412 


























DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


8e@s 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 





TELEPHONE WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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BERGENS PRIVATBANK 


offers complete banking service 
for any business in Norway 


Offices : 
BERGEN +: SVOLVAER + HAUGESUND 
FREDRIKSTAD - OSLO + TRONDHEIM 


Branches : 
Lillestrom Odda Sandvika 
Sorumsand Akrehamn Andalsnes 











Stockholms Enskilda Bank 


ESTABLISHED 1856 


POSTAL ADDRESS: STOCKHOLM 16 


Telex: 1100 
Telephones : 221940, 221900 Management—Telegraphic Address: Nitton 

















FINLAND 


For all banking transactions : 





Helsingfors Aktiebank 


Main Office : Helsinki—Helsingfors Alexandersg 17 














84 branch offices throughout the country 
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IMIERGAN PILE 
INSUIRANCGIS CO, ibiPiD. 


for a 
Complete Insurance Service 


61, THREADNEEDLE STREET, LONDON, E.C.2 
6 4, PRINCES STREET EDINBURGH, 2 
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Christiania Bank og Kreditkasse 

Established 1848 
Every banking facility 
OSLO, NORWAY — TELEGRAMS: KREDITK ASSEN 
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BANQUE BELGE POUR L°ETRANGER 
(OVERSEAS) LTD. 
Affiliated to the Société Générale de Belgique 
CAPITAL £2,000,000 entirely subscribed 
4, Bishopsgate, LONDON, E.C.2 


BOARD OF DIRECTORS: 


A. DONNAY (Chairman and Managing Director) 
Sir THOMAS }. STRANGMAN, K.C. (Deputy Chairman) 
P. BONVOISIN, F. HAEGLER, F. PUISSANT BAEYENS, P. RAMLOT, 
E. VAN HOOF (Director-Manager) 





British and Foreign Banking Business of every description transacted 
FOREIGN EXCHANGE TRANSACTIONS — COMMERCIAL CREDITS — COLLECTION 
OF CLEAN AND DOCUMENTARY DRAFTS, ETC. 





Principal correspondent in London of the 
BANQUE DE LA SOCIETe GENERALE DE BELGIQUE 





Agents in the United Kingdom for the Belgian Postal Cheque Service 
Correspondents throughout the World 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


(Incorperated with Limited Liability under the Laws of the U.S.A.) 





The experience of the Chase Banking organisation, and 
its contacts throughout the United States, are at the 
disposal of all those conducting Anglo-American trade. 





The Chase Banking Organisation has Branches in: 
HAVANA, VEDADO, MARIANAO, SAN JUAN-PORTO RICO, SANTURCE, PANAMA, COLON, 

DAVID, CRISTOBAL, BALBOA, TOKYO, OSAKA 

41, RUE CAMBON, PARIS, FRANKFURT/MAIN, HEIDELBERG, STUTTGART 
Special Representatives in 
MEXICO CITY D.F., BUENOS AIRES, ROME, CAIRO and BOMBAY 
CORRESPONDENTS THROUGHOUT THE WORLD 
Main London Branch: 
6 LOMBARD STREET, E.C.3 
Bush House Branch: West End Branch: 

ALDWYCH, W.C.2 51 BERKELEY SQUARE, W.I 


The Chase National Executors & Trustees Corporation, Ltd., 6 Lombard Street, E.C.3. 
































THE CANADIAN BANK OF COMMERCE 


(incorporated in Canada in ! 867 with Limited Liability) 


Your Canadian Interests can 
be well served by this Bank. 


Enquiries cordially invited. 





See Oba 





LONDON, England: 
2 LOMBARDST., E.C.3. ( 








Head Office: 
TORONTO, CANADA. 


635th 
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THE BANK OF INDIA, LTD. — 


(Incorporated in India) 


Established 7th September, 1906. 


CAPITAL SUBSCRIBED. : P oe « Rs. 4,93,08,500 
CAPITAL PAID UP ; . , ‘ R ; » 2,46,54,250 
RESERVE FUNDS . : F , . ‘ ; » 2,97,44,065 

. Head Office: 
MAHATMA GANDHI RD... FORT, BOMBAY 

Directors : 
Sir Cowasjee Jehangir., Baronet, G.B.E., K.C.I.E., Chairman 

Mr. Ambalal Sarabhai Mr. Bhagvandas 
Sir Joseph Kay, K.B.E. . Chunilal Mehta 
Mr Dinsha K. Daji Mr. Krishnaraj 
Mr. Ramniwas Ramnarain M. D. Thackersey 
Sir Kikabhai Premchand Mr. A. D. Shroff 





General Manager : Mr. A. C. Clarke 


London Office: 
Fe MOORGATE. LONDON. 7 oe 


Telephone: MET 0991. Telegraphic Address: Sharafi, Stock, London 
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Che | 
NATIONAL BANK 
SN EW ZEALAND 


Limited 





provides complete banking and commercial facilities throughout 
New Zealand through the medium of 111 Branches and Agencies 
established at the main industrial, commercial and pastoral centres of 
the Dominion. 

Based on nearly 80 years’ experience, the Bank maintains a full 
information service and will be pleased to answer enquiries from 


traders or Overseas and Foreign Banks. 


Head Office: 8, MOORGATE, LONDON, E.C.2 
Manager: G. L. DAVIES Secretary: J. T. ANDREWS 
Chief Office in New Zealand: WELLINGTON 
General Manager: H. W. WHYTE 





























ue BANK OF MONTREAL offers unsurpassed 

banking facilities throughout Canada in connection 
with commercial and financial transactions. Over §70 
Branches cover every province; and in New York, Chicago 
and San Francisco. 


Enquiries will be welcomed at the London Offices. 


BANK OF MONTREAL 


Incorporated in Canada in 1817 with Limited Liability). 
Financial Agents of the Government of Canada in London. 
Assets exceed $2,000,000,000 


LONDON OFFICES: 47, Threadneedle Street, €.C.2. A. D. Harper, Manager. 
9, Waterloo Place, Pall Mall, $.W.1. ‘T. E. Roperts, Manager. 
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THE 
ROYAL BANK OF CANADA 


(Incorporated in Canada in 1869 with Limited Liability) 





Over 750 Branches in Canada, 
the West Indies, and Central 
and South America 
ASSETS EXCEED $2,497,000,000 


LONDON: 


Main London Branch : 6, Lothbury, E.C.2 8B. Strath, Manager 
West End Branch : 2-4, Cockspur St., 5.W.1 R. B. Murray, Manager 


HEAD OFFICE: MONTREAL 
Agency in New York 























HOOHOOOOOOOOOHOHHOHOOHSOOOOHOHES 
MONTE DEI PASCHI DI SIENA 


BANKING INSTITUTION OPERATING UNDER CHARTER IN THE PUBLIC INTEREST 


Established in 1625 





HOobbbh4H 


L. 700.819.518 





Head Office: SIENA 





Over 250 Branches in Italy 





Equipped for the transaction of every kind of Italian and Foreign Business 





Correspondents throughout the World 
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The Bank of N. T. Butterfield 
and Son, Ltd. 
BERMUDA 
Established 1858 


Complete Commercial Banking and Trustee 
Department services 





COMMERCIALE 
ITALIANA 


Established 1894 


HEAD OFFICE: MILAN 














220 branches and offices in Italy 


Branches abroad : 
ISTANBUL IZMIR 


Representative Offices : 
LONDON : 123 Old Broad Street, E.C.2 
NEW YORK: 14 Wall Street 
PARIS (1X): 14 Rue Halevy 
FRANKFURT a/M.: Wiesenau, 2 





Telegraphic Address : 
For Head Office: ‘‘Dircomit”™ 
For all Branches: ‘‘ Comitbanca"’ 





Correspondents of principal English and 
Scottish Banks 






































BANK OF CYPRUS LIMITED 


offers complete banking 
service for your business in 


CYPRUS 


B 
Head Office : 
NICOSIA-CYPRUS 


Branches at: 
FAMAGUSTA - LARNACA - LIMASSOL - PAPHOS - KYRENIA - MORPHOU 





~ 


During the Summer also at : 
PRODROMOS - PLATRES - TROODOS 


Correspondents throughout the Island 
® 
Subsidiary Companies : 
THE MORTGAGE BANK OF CYPRUS LIMITED 
THE GENERAL INSURANCE COY OF CYPRUS LTD. 



































Keeping in touch with 


CANADA 


Through its branches in all important centres of 
Canada, Imperial Bank has its finger constantly on the 
pulse of Canadian business. 


In projecting trade relations with firms in Canada, 
Or investigating the ground for operations in this 
country, you wilf find Imperial Bank of Canada a fully- 
instructed and friendly counsellor. We invite you to 
use our facilities. For your copy of the booklet: 
‘‘Opportunities for British Manufacturers in Canada” 
write to: Superintendent of Foreign Business. 


IMPERIAL BANK OF CANADA 


HEAD OFFICE: TORONTO, ONTARIO 

















ROYAL BANK OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 


Governor: 

HIS GRACE THE DUKE OF BUCCLEUCH AND QUEENSBERRY, K.’ », G.C.V.O. 
Deputy-Governor: THE HON. MICHAEL CLAUDE HAMILTON BOW ES. SLY ON, D.L. 
General Manager: JOHN McARTHUR THOMSON. 

During the two hundred years of its history the Bank has main - 
tained a tradition of the personal touch and is to-day excep- 
tionally well equipped to provide its customers with a Banking 

Service which is adaptable, individual and complete. 


HEAD OFFICE: ST. ANDREW SQUARE, EDINBURGH 
Branches throughout Scotland and also in London 


TOTAL ASSETS £161,026,265 | 


Associated Banks: 


GLYN, MILLS & CO. - WILLIAMS DEACON’S BANK LTD. 
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Welcome to Canada 


More than one-third of all business in Canada is 
transacted in the rich Central Ontario market 
dominated by Toronto. 





The Bank of Toronto for almost a century has been 
helping the establishment and expansion of business 
and commerce in this area, and throughout Canada. 


Write to us for market data, credit reports, tariff 
regulations and information pertinent to doing 
business in Canada. 


™ BANK TORONTO 


Incorporated 1855 


W.B. YOUNG, ESQ., EUROPEAN REPRESENTATIVE 
145 LEADENHALL ST “ONDON E.C. 3, ENGLAND 





Branches across Canada Correspondents throughout the World BIM-9-58 








The INDIAN OVERSEAS BANK LTD. 


Established 1937 


Central Office: MADRAS 


BRANCHES IN INDIA 


Alleppey Kilasavalpatti Pudukottah 
Bangalore City Kozhikode Quilon 
Bombay—Fort Kumbakonam Salem 
Bombay—Mandvi Madras Shiyali 
Calcutta Madras—Mount Road ; 

oa Sivaganga 
Cannanore Madras—Theagarayanagar poe on 

° lirunelveli ‘Town 

Cochin Mangalore ss 
Coimbatore Mathurai I rene . 
Devakottah Mayuram Piruchirapailli 
Karaikal (French India Nagapattinam ‘Trivandrum 
Karaikudi Pondicherry (French India) Tuticorin 


PAY OFFICES AND OUTSTATIONS 


Koothanallur Perumbavoor Srivilliputtur 
Kuttalam Pudupatti Tanjore 
Mysore 


OVERSEAS BRANCHES 


Burma i oe a 2 an - a fa ee wi 4 aa Rangoon 
Ceylon e ‘a wi -— - +s - as ‘4 did 7 a Colombo 
Malaya i és a >a ee 7 Ipoh, Kuala Lumpur, Penang, Singapore, Malacca 
Thailand ia 3% es i Sh te ‘eh Bangkok 


FOREIGN CORRESPONDENTS AT IMPORTANT CENTRES 
The services of the Bank’s FOREIGN DEPARTMENT are available to all constituents. Direct contact 
with the correspondents in all important world centres enables the speedy handling of all types of Foreign 
business and provides constituents with introductions to Foreign Exporters and Importers all over the 


world. 























THE 
For an International Bankin Ly A S T LD R N 
and "|1BANK LTD 


Financial Service Subscribed Capital £2,000,000 | 
Paid-up Capital £ 1,000,000 
Reserve Fund £1,200,000 


Merchants and Manufacturers interested 
in trade with 


Corl IRAQ, PERSIAN GULF, ADEN, 
INDIA, PAKISTAN, CEYLON, 
TIAN SINGAPORE and MALAYA 


? are invited to address enquiries to the 
==—B IYER | 


London Manager 
HEAD OFFICE -Ne aA Fa 
Founders Court, 




























































2 & 3 CROSBY SQUARE 


OFFICE : 








L fe 23 Pall Mall, 
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THE UNION DISCOUNT COMPANY 
OF LONDON LIMITED 


Telegrams: 39 CORNHILL . Telephones: 
“Londen LONDON E.C.3 (Oia) 


Capital and Reserves 


£7,700,000 





DIRECTORS 
The Rt. Hon, Lord Kennet of the Dene, P.C., G.B.E., D.S.O. (Chairman) 
David John Robarts (Deputy Chairman) 
Eric O. Faulkner, M.B.E. The Hon. Geoffrey C. Gibbs, C.M.G. 
Sir Archibald Jamieson, K.B.F. John Ivan Spens, O.B.E. 





Treasury, Bank and First-Class Trade Bills Discounted 





January 


The New Year brings to the Midland Bank 


new Opportunities to serve many thousands 


otf customers. In the small towns and 


villages of England and Wales, no less than 
in the large cities, branches of the Bank 
stand ready to give prompt und courteous 
attention to al! who require’ banking 


services, Whether the customer’s require- 


ments are great or small. 


MIDLAND BANK 


OVER 2,100 BRANCHES TO SERVE YOU 

















VOLKSKAS 





LIMITED 


Stalement of Condition 


as at 30th September, 195! 


ASSETS 


Cash and Balance with S.A. Reserve 
Bank ... irate acand 

Union Government Stock ........ 

Other Investments .. Scales 

Overdrafts and Discounts less 
ae 

Bank premises and equipment .... 

Other Assets 


LIABILITIES 


Deposits aa 

General Reserve ........... 

Notes in circulation 

Other Liabilities .. 

Share Capital: 
Authorised......... . £2.500.009 
Issued and paid-up... . 1!.500.000 





2.753.159 
4.651.443 
861.760 


16.724.505 
1.252.005 
1.374.191 


£27.617.063 


24.337.435 
300.000 
37.788 
1.441.840 


1.500.000 


£27.617.063 


VOLKSKAS LIMITED 


(Registered Commercial Bank) 


Head Office: 


CENTRAL STREET, PRETORIA 


London Agents: 


LLOYDS BANK LIMITED 


New York Agents: 


CHEMICAL BANK AND TRUST CO. 














CREDIT LYONNAIS 


(Limited Liability Company incorporated in France) 


orice: 40, LOMBARD STREET, E.C.3 


WEST END BRANCH: 
25/27, CHARLES Il STREET, HAYMARKET, S.W.|! 


Private safes for rental at this office. 


Travellers’ Cheques issued in French Francs payable at al! branches of 
the Bank in France and the French Franc Area 


Over 1,300 Branches in France. Also in Algeria, Belgium, Cameroons, Egypt, French 
Guinea, Ivory Coast, Luxembourg, Monaco, Morocco, Sarre, Senegal, Spain, Switzerland, 
Tunisia. Representative in Frankfort-on-Main 


Subsidiaries in Brazil: 
Banco Frances E Brasileiro S.A., Rio de Janeiro, Santos and Sao Paulo 
in Lebanon: 
Banque G. Trad (Crédit Lyonnais) S.A.L., Beirut 
in Portugal: 
Crédit Franco-Portugais, Lisbon and Oporto 


Central Office: PARIS Head Office: LYONS 


é 




















ARAB BANK LTD. 


ESTABLISHED 1930 
Authorised & Paid-up Capital-£P.1,100,000 Reserves-£P.1 ,958,375 


Head Office — AMMAN, TRANSJORDAN 


PALESTINE: Jerusalem, Jaffa, Haifa, Nablus, EGYPT : Cairo—Two Branches, Alexandria, Port 
Tulkarem and Gaza. Said, Mansourah, Mahalla Kubra, Tanta 
TRANSJORDAN : Amman and Irbid. IRAQ : Baghdad, Mosul and Basra. 


SYRIA : Damascus, Aleppo and Homs. 
LEBANON : Beirut, Tripoli. SAUDI ARABIA : Jeddah. 


London Correspondents: MIDLAND BANK LTD. 
New York Correspondents : CHASE NATIONAL BANK OF THE CITY OF NEW YORK 


The Bank invites you to utilise the services of its Branches for all Banking transactions with the 
Middle East Arab States 




















BANCO DI SANTO SPIRITO 


ESTABLISHED '605 


Head Office: ROMA — 173, Via del Corso 


Telegraphic Address : SPIRBANCO Code : Peterson's 3rd Ed 


158 BRANCHES IN ITALY 
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BANCO DI ROMA 


HEAD OFFICE: ROME 
PAID UP CAPITAL AND RESERVE 
LIT. 1,450,000,000 


OVER 150 BRANCHES IN ITALY 
2 


Branches in Africa: 
ERITREA: ASMARA, MASSAUA 
LIBYA: TRIPOLI 
SOMALILAND: MOGADISCIO, MERCA 


Branches Abroad: 
TURKEY: ISTANBUL, IZMIR 
LEBANON: BEIRUT, TRIPOLI 


Representative Offices: 
LONDON, FRANKFURT-ON-MAIN, NEW YORK, 
BUENOS AIRES 


Foreign Affiliated Banks: 
BANCO Di ROMA (FRANCE): PARIS, LYONS, 
MONTE CARLO 
BANCO DI ROMA PER LA SVIZZERA: LUGANO, 
CHIASSO 
BANCO Di ROMA (BELGIQUE): BRUSSELS 
BANCO ITALO-EGIZIANO: ALEXANDRIA, CAIRO 


CORRESPONDENTS ALL OVER THE WORLD 











CREDIT FONCIER 


d’ALGERIE et de TUNISIE 


A limited liability Company incorporated in 
FRANCE in !880 


CAPITAL - -_ Francs 382.500.000 


Reg. Office: ALGIERS Head Office : PARIS 


LONDON OFFICE : 
62 Bishopsgate, E.C.2 


Tel. : Foncaltun London "Phone : ROYal 4679 


The services of the London Branch are avail- 
able for all banking business in connection 
with NORTH AFRICA and the NEAR EAST, 
where the BANK is represented in 
MOROCCO, ALGERIA, TUNISIA, 
LEBANON, SYRIA, by an extensive branch 
system and in TURKEY by its affiliate: 


BANQUE DE SALONIQUE 











COMPTOIR NATIONAL 
D ESCOMPTE DE PARIS 


8/13 KING WILLIAM STREET, LONDON, E.C.4 


Bank Established in 1889 


Incorporated in France 


HEAD OFFICE: 14 RUE BERGERE, PARIS 


Main Branch Office in Paris: 
2 PLACE DE L’OPERA 


Branches ail over FRANCE, in TUNISIA and MADAGASCAR 


Branches Abroad: 


BRUSSELS BOMBAY CALCUTTA 
ALEXANDRIA PORT SAID CAIRO 
SYDNEY MELBOURNE 


MONTE CARLO 
Athliated Bank: French American Banking Corp., New York 


Official Agents in London of all the Issuing Banks in the French Union 














BARCLAYS BANK LIMITED 


The 


BARCLAYS BANK (DOMINION, 
COLONIAL AND OVERSEAS) 





Barclays 


G ro oh Re BARCLAYS BANK (CANADA) 


BARCLAYS BANK 


of Banks (FRANCE) LIMITED 
THE BRITISH LINEN BANK 


Other Associated Companies : 
Barclays Trust Company of Canada 
Barclays Overseas Development Corporation Limited 
Barclays Bank Haecutor 


and Trustee Company (Channel Islands) Limited 





This organisation, with correspondents through- 
out the world, is able to offer to those concerned 
with trade or travel abroad all the services a 
modern Bank can perform for its customers. 

















BANQUE DE L’INDOCHINE 
64, Bishopsgate, E.C.2 

FOREIGN BRANCEES : 
LONDON TOKIO DHAHRAN-DAMMAM HANKOW 
HONG-KONG ADDIS-ABEBA HOLCEIDA PEIPING 
SINGAPORE DIRE-DAOQUA SHANCE AI TIEN-TSIN 
BANGKOK JEDDA CANTON : 

FRENCH UNION: 

MARSEILLE PAPEETE CANTHO TOURANE 
BORDEAUX NOUMEA HANOI DALAT 
DJIBOUTI PORT-VILA HAIPHONG PXKCM-FENH 
PONDICHERY SAIGON HUE BATTAMEFANG 
SUBSIDIARIES: ©SAN-FRANCISCO JOHANNESBURG PORT ELIZABETH 








| CORRESPONDENTS ALL OVER THE WORLD 
HEAD OFTICE: 


| |_96, Boulevard Haussmann—8° ARR‘, PARIS 


























BAYERISCHE VEREINSBANK 


Every description of National and Foreign banking 
business transacted 


MUNICH, 14 Promenadestrasse — NUREMBERG, 2! Lorenzerpiatz 
AUGSBURG, 37 Maximilianstrasse 


Offices and Branches all over Bavaria 


Correspondents in all important places of the World 




















BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


gy | A A el: er ree Rials 300,000,000 
RESERVE (Banking Department)... ... ... ... Rials 1,210,000,000 
RESERVE (Issue Department) ... ... ... ... Rials 1,000,000,000 


Acting Governor and Chairman of Executive Board: ALI-ASGHAR NASSER 
HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 
New York Representative: 
One Wall St., New York 


CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 

Transactions, provides special facilities for Documentary Credits, etc., and with its numerous 

Branches in Iran deals with every description of banking business. Especial services for all kinds 
of information regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 


XV 








Banco Mereantil 
De Sao Paulo S.A. 


Cable Address : MERCAPAULO 


Authorized Capital: Crs100.000.000,00 
Paid-Up Capital : Cr$88.732.700,00 
Reserves : Cr365.000.000.00 


HEAD OFFICE : 
Sao Paulo (Brazil) 


BRANCHES :—Rio de Janeiro 
(Federal District )—Santos (Sao 
Paulo) — Curitiba (Parana) — 
Campinas (Sao Paulo) and 75 
Agencies throughout Sao Paulo 
and Parana States. 


Correspondents in all States 
of Brazil 








BANK JAKOB 
ALSTER 


64, Rue du Statut 
TANGIER 


(International Zone of Morocco) 


Cable Address: ALJAK 
Codes: Peterson Intern. 3rd Edition 
Bentley’s 


Deposits and Current Accounts in 
various Currencies 
Foreign Exchange and Gold 
Cable Transfers 
Transactions in Shares, Bonds and 
Coupons 
Commercial Credits and Consignments 
Constitution and Domiciliation of 
Companies 
Agents and Correspondents all over 
the World 




















BANCO BOAVISTA S.A. 


RIO DE JANEIRO 


BRAZIL. 


ESTABLISHED 1924 


Capital Paid Up . 


Reserves and Undivided Profits 


7. - Cr. $60.000.000 


- Cr. $47.750.000 


The Bank offers every facility for the transaction of foreign 


banking business 


Inquiries are always welcome and will receive prompt attention. 
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RHEINISCH-WESTFALISCHE BANK 


FORMERLY 






OBUYSCHE BANK 


80 Branches throughout 
the Industrial Area of 
North-Rhine/Westphalia 


Head Office: DUSSELDORF, Kénigsallee 45 





‘Cables: RHEINWESTBANK - Teleprinter: 082857. 






Foreign Trade Bank 


XVii 
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THE 
INSURANCE COMPANY LIMITED 
MARINE -: FIRE + ACCIDENT 


Head Office: 
70-72 KING WILLIAM STREET, LONDON, E.C.4 
Marine Office: 
10-11 LIME STREET, LONDON, E.C.3 


Telephone: MANSION HOUSE 4567 Cables: STARGRAM, LONDON 











BANCO INTERNACIONAL DEL PERU 


Head Office: LIMA 


Branches at: AREQUIPA, CALLAO, CANETE, CASMA, CUSCO, CHEPEN, CHICLAYO, CHIMBOTE, 
CHINCHA, HUACHO, HUANCAYO, ICA, MANCORA, M.RAFLORES, NAZCA, PACASMAYO, PAITA, 
PISCO, PIURA, SULLANA, TALARA AND TRU,ILLO 


IT PD ois see oi wawenses $ 25.000.000.— 
EG eee are wert Tae 26.222.065.— 
Time Deposits, Current Accounts 

and Savings Bank ................ 498.964.341.— 


OFFERS COMPLETE BANKING FACILITIES TO BANKS AND MERCHANTS 
Correspondence is invited regarding collections and drawing 
arrangements in dollars, sterling or Peruvian currency 


LONDON AGENTS: Barclays Bank Limited, 168 Fenchurch Street, E.C.3; Midland Bank Limited, Overseas Branch, 
112 Old Broad Street; Coutts & Co., 15 Lombard Street; Central Hanover Bank & Trust Co., 7 Princes Street; 
Westminster Bank Limited, 41 Lothbury, E.C.2; National Provincial Bank Ltd., | Princes Street. 




















Bank Leumi Le-Israel B.M. 


FORMERLY THE ANGLO-PALESTINE BANK 


General Management: Tel-Aviv 31 Branches throughout Israel 


New York Representation : 


22 PINE STEEET, NEW TORS 


London Office : 
6 GRACECHURCH STREET, E.C.3 
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Special attention to collections Co au OU 
Accurate and dependable 
credit information service Ours 
| Total Assets : 
MORE THAN $269 MILLION PESOS 


Total Colombian imports from England 
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ESTABLISHED 1870 BOGOTA, COLOMBIA S.A 











BANCO DE CREDITO DEL PERU 


CAPITAL S$’.40,000,000.00 
RESERVES S’.48,271,227.93 


HEAD OFFICE: LIMA 
SIXTY BRANCHES 


Entrust us with YOUR COLLECTIONS ON PERU 


PERU’S OLDEST NATIONAL COMMERCIAL BANK ESTABLISHED IN 1889 

















FOR COLLECTION OF DRAF TS IN ECUADOR 
USE 


BAN CO DE DESCUEN TO. 


ESTABLISHED 1920. P.O. BOX No. 414 
GUAYAQUIL, ECUADOR, SOUTH AMERICA 


Paid-up Capital and Surplus Sucres $/18’500,000.00 
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efficiency 


The efficiency of Osram fluorescent lighting such as 
this can be most effectively adapted to every light- 
ing need. Its bright attractiveness welcomes the 
visitor in banking halls, its clear modern light aids 
the staff in every department. 

G.E.C. illuminating engineers will gladly check your 
existing lighting. Expert advice is freely available 
for new installations. 

If you already have fluorescent lighting, your old 


lamps may not be giving full value for current con- 


sumed. Replace them with OSRAM fluorescent lamps. 


FLUORESCENT LIGHTING with &<.C fittings 


THE GENERAL ELECTRIC CO. 


Na: 


MAGNET HOUSE, KINGSWAY, LONDON, W.C.2 
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CORPORATION, LIMITED 


PARAMARIBO, DUTCH GUIANA (SURINAM) 


Codes: A.B.C. Sth, 6th & 
7th eds. 


Bentley's. 
Peterson’s 3rd ed 


Telegrams : 
Vervuurt—Paramaribo. 





ESTABLISHED 1936 
AUTHORIZED EXCHANGE BANK 


COMPLETE BANKING SERVICE 


Commercial and travellers’ letters of credit issued, drafts 
bought and sold. Remittances and telegraphic transfers 
made through direct connections throughout the World. 























SPECIALISED COLLECTION DEPARTMENT 





London Correspondents : 


Westminster Bank Limited Barclays Bank Limited 
(Foreign Branch Office). | (Chief Foreign Branch). 
Midland Bank Limited | Anglo-Portuguese Colonial & Overseas 
(Overseas Branch). Bank Limited. 
Lloyds Bank Limited 
(Colonial & Foreign Department). 


New York Correspondents : 


Guaranty Trust Company of New York. Bank of London & South America 
The National City Bank of New York. | Limited. 
Manufacturers Trust Company. French American Banking Corporation. 


The New York Trust Company. 


Buenos Aires Correspondents : 
Banco de Avellaneda. Ernesto Tornquist & Cia., Ltda. 
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Banco Espanol del Rio de la Plata. Shaw & Cia. 

Amsterdam Correspondents : 
Amsterdamsche Bank, N.V. H. Albert de Bary & Co., N.V. 
Incasso Bank, N.V. Nederlandsche Credietbank, N.V. 
Nederlandsche Middenstandsbank, N.V. | Hollandsche Bank Unie, N.V. 





Twentsche Bank, N.V. 


Rotterdam Correspondents : 


Rotterdamsche Bank, N.V. Messrs. R. Mees & Zoonen, N.V. 
Twentsche Bank, N.V. Messrs. A. van Hoboken & Co. 
Slavenburg’s Bank, N.V. 
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... CUery 3 seconds 


In London and New York and in over 50 branches in 






i. 


major countries throughout the world .. . every 3 seconds 
we serve a client, handling his financial problems with 
the understanding and skill that is the inheritance of 


over 100 years of banking experience... 


THE NATIONAL CITY BANK OF NEW YORK 


(incorporated with limited liability under the National Bank Act of the U.S.A.) 


HEAD OFFICE: 55 WALL STREET, NEW YORK 
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SOCIETE GENERALE 


pour favoriser le développement du Commerce et de I’Industrie en France 
ESTABLISHED 1864 
(Incorporated in France with limited liability) 


Subscribed and Paid up Capital 








ed 


Fes. 750.000.000 


Head Office: 29 Boulevard Haussmann, PARIS (9e) 
London Office : 105 Old Broad Street, LONDON, E.C.2 
New York Agency : 60 Wall Street, NEW YORK 
Buenos Aires Office : Calle Reconquista 330, BUENOS AIRES 


OVER 1,300 BRANCHES IN FRANCE AND IN FRENCH AFRICA 


(Algeria, Tunisia, Morocco, French West Africa, French Equatorial Afric.) 


TRAVELLERS CHEQUES IN FRENCH FRANCS ISSUED 


SUBSIDIARIES : 
SOCIETE FRANCAISE DE BANQUE ET DE DEPOTS 


(Brussels, Antwerp, Charleroi, London) 


SOCIETE GENERALE DE BANQUE 


(Barcelona, Valencia) 


BANCO FRANCO CUBANO, HAVANA 
ASSOCIATED BANK : SOCIETE GENERALE ALSACIENNE DE BANQUE 


(Strasbourg, Metz, Mulhouse, Colmar, etc., Koln, Sarrebriick and Zurich) 
Represented in Frankfurt and Mainz 
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THE OLDEST INSURANCE 
OFFICE IN THE WORLD 


is -prepared to undertake ll 
the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 
Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 


Branches in all important Towns. 
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THE CASE OF THE CAPTIVE CRUISER 
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Was there a 
‘secret weapon” 
to set her free ? 


Is MAJESTY S Dockvyards, serving one 
H of the largest naval forces in the 
world, were faced with a serious problem. 

World War Il had suddenly in- 
creased their inventory of ships’ 
supplies to almost 500,000 items. 
Handling this increase with hand 
accounting methods had become 
almost impossible despite extra man- 
power and overtime, 

As a result, the speedy movement of 
stock to keep ships supplied was held up 
by paperwork. 

To free these ships, a new accounting 
system was needed at once. The Admiralty 
directed an immediate investigation of all 
Machine account- 
Adding 


methods and svstems. 
ing specialists of Burroughs 
Machine Ltd. were called in. 
After investigation, Burroughs special- 
ists suggested a simplified system for 
handling stock cards and ledgers. They 
specified Burroughs High Speed Account- 
ing Machines, Duplex Adding Machines 
and Adding-Subtracting Machines for the 









these 


acted on 


job. The authorities 
recommendations. 
Today, the issue c” supplies in’ the 
Royal Dockyards is never held up by 
paperwork. Increased speed and efliciency 
of inventory accounting has been achieved 
despite a big reduction in manpower. 
WHAT ABOUT YOU? Ifyouthink your business 
could benetit from faster Lguring and account- 
ing, call in Burroughs. They can advise you 
on all the latest machines and systems, for 
Burroughs make the wor:d’s broadest line of 
modern record-keeping wusiness machines; 
Adding, Calculating, Accounting, Billing and 
Statistical Machines and Microfilmequipment. 
Call in Burroughs today. Sales and service 
oflices in principal cities around the world. 


fa) 


Burroughs Adding Machine Limited, Avon 
House, 356-566 Ovford St., London, W.1. 


Mr. J. EK. Foot. 
Superintending 
Naval Store Officer 
of one of TMM. 
Dockhyards, eav- 
amines one of his 
Burroughs High 
Speed Accounting 
Machines. With 
him on the right is 
Mr. S. F. [larmer- 
Elliott. one of the 
Burroughs men 
who helped solve 
the Case of theCap- 
tive Cruiser. 





For expert advice in any field of business fis oures 


CALL IN Burroughs 
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A Banker's Diary 


In his party-political broadcast on the eve of the holiday, Mr. Churchill 
likened Britain’s economic plight to that of a train running away downhill; 
to save it from disaster and get it running properly 

Shouting again we had first to apply the brakes, then put the 

at the engine into reverse, and finally switch it to the right 

Engine-Driver line—for a long pull that runs uphill all the way. Most 

people in the City and nearly all economists everywhere 
will rate this simile as well up to Churchillian standards of graphic aptness. 
Though the prospect of labouring uphill may dismay the shortsighted, those 
with longer visio will view this promised switch as the most heartening 
year-end message for many a year. They will value it the more, indeed, 
because of their recently growing fears that no real change of direction would 
be made. Mr. Churchill is well entitled to claim that the brakes have already 
been applied by the Chancellor—he presumably had in mind the monetary 
policy rather than the import cuts. But whether the brakes now in operation 
will prove strong enough is likely to depend upon whether the Chancellor 
quickly jettisons the overload of Government cargo with which the trucks 
are burdened. The dangerous momentum this has imparted is very great; 
and it is much to be hoped that we shall not have to wait until the budget 
for news of action to arrest it. 

Meanwhile, many recent portents have seemed to imply that, though the 
brakes would be applied more or less firmly, a radical change of direction 
thereafter was not very likely. In terms of policy, the change that is needed 
is to use to the fullest possible extent the apparatus of the price-mechanism 
—which includes not only brakes but also a delicate system of signals and 
automatic controls—and to rely to the least possible extent upon so-called 
direct controls and hand signals operated by civil servants. Above all, it is 
necessary to realize the futility of merely standing by the track and shouting 
at the engine-driver. 

Mr. Butler has been rapidly reconditioning one of the most important of 
the forgotten brakes, and it is beginning to work. Yet he still finds it 
necessary to shout—or get others to shout for him. The President of the 
Federation of British Industries, at his behest, has let forth a new cry for 
‘moderation and restraint ’’ in dividends—and one that seems to deny all 
the sound arguments that the Federation brought to bear last August against 
Mr. Gaitskell’s plan for statutory control. The Chancellor himself, echoing 
his predecessors, launches a similar exhortation for wage-restraint—as well as 
a new intensification, in other spheres, of the direct controls and hand- 
signalling. His new instructions to the Capital Issues Committee, while not 
significantly changing the priorities, require’ .a marked stiffening in the 
standards of scrutiny; for example, eligible projects now have to be “ essen- 
tially and positively ’’ related to the approved purposes. This stiffening is 
understandable, and perhaps desirable; but it has been accompanied by 
innovations of policy—notably in the measures affecting the banks, explained 
on page 11—that drive still further towards bureaucracy, by increasing the 
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responsibilities and detailed work of the Committee. Measures such as these 
combine with steel allocation, with the new E.P.T., and with suspected 
timidities in facing such issues as the cost-of-living and rent subsidies, to form 
a pattern of policy that is all too familiar. If the Government really is deter- 
mined upon a change of direction, it should declare quite plainly that all such 
expedients as these will be whittled down or discontinued as soon as the 
automatic mechanisms can be brought fully into play. 


ALL remaining suspicions that Britain might invoke the waiver on interest 
payments on the United States and Canadian Loans were removed last month 
by the announcement that the first instalments on these two 
Britain loans due at the end of 1951 would be paid in full. This has 
Pays Up meant the payment to the United States of $138,536,000, 
comprising $87 millions of interest and $51,536,000 of principal. 
These payments comprise the service both of the “ new money ”’ dollar loan 
of $3,750 millions raised in 1946 and of the Lend-Lease settlement negotiated 
at the same time. The payments to Canada amount to $37.7 millions, of 
which $23.7 millions was for interest and $14,010,000 for principal. The 
amount of interest due in each case could have been waived if three conditions 
were satisfied: first, if the British Government felt 1t should not pay in view 
of the present and future course of its gold and dollar reserves; secondly, if 
British exports over a preceding period were insufficient to pay for a volume 
of imports equal to that of the immediate pre-war period; and, thirdly, if 
comparable reductions were made in the service on other British Government 
overseas debts. On the first two of these conditions some case for invoking 
the waiver could have been presented. The Treasury statement, however, 
pointed out that “ after a careful review of all the circumstances, the Govern- 
ment have decided not to make such a request ’’. The payment will inevitably 
have involved a further dip into the gold and dollar reserve, but there will be 
no disposition in this country to quarrel with the decision that has been taken. 
It conforms with the traditions of Britain in its honouring of international 
obligations. It will also prepare the ground in the United States for a more 
sympathetic hearing of the case for mutual assistance that the Prime Minister 
will no doubt be putting before the American public within the next few days. 
THE operations of the European Payments Union for November were again 
remarkable for their concentration of the debtor position on two countries, 
the United Kingdom and France. Of these two the United 
Gold Loss Kingdom was by far the greater debtor with a net accounting 
to deficit equivalent to $171.8 millions. Of this, $61.8 millions 
E.P.U. was paid in gold to E.P.U. and the balance of $109 millions 
was added to the British overdraft, increasing it to $464.6 
millions. Although the British deficit for November was somewhat smaller 
than that for October, the gold payment increased by reason of the fact that 
Britain’s cumulative deficit had risen into the third 20 per cent. slice of the 
quota, in which any accounting deficit has to be met as to 40 per cent. in gold 
and 60 per cent. by drawing on the credit facilities provided by E.P.U. The 
other debtor, France, had to meet a net deficit of $48.2 millions, of which only 
$2.2 millions had to be paid in gold. 
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The principal creditor in respect of November was again Belgium. Under 
the special arrangements made in October, Belgium was entitled to receive 
up to $25 millions in gold for November, any surplus beyond this figure having 
to be extended to E.P.U. by way of further credits. Belgium found it impos- 
sible to compress its surplus within the $25 millions gold ceiling and exceeded 
it by $54.7 millions. Belgium’s credit balance with E.P.U. was therefore 
increased by that figure, carrying it to $304 millions. In this context, it is 
interesting to note that the Temporary Council Committee of the North 
Atlantic Treaty Organization, in its inquiry into the economic impact of 
rearmament on member countries, found that Belgium was doing much less 
than its fair share in the diversion of resources to rearmament and suggested 
that the Belgian contribution might reasonably be increased by 50 per cent. 
If anything like this increase is successfully pressed on the Belgians, the 
balance of payments situation of that country may undergo considerable 
modification. The second largest creditor in the November operations of 
E.P.U. was the Netherlands, with a surplus of $51.4 millions. The recent 
accumulation of surpluses by the Netherlands is a most welcome development ; 
it has already reduced to the very modest dimensions of $66.2 millions the 
much larger overdraft that the Netherlands had previously accumulated with 
E.P.U. Asa result of the November operations the gold receipts of the Union 
exceeded gold payments by $1.3 millions, increasing the gold and dollar 
reserve of the Union to $180.3 millions. This compares with the reserve of 
$350 millions with which the Union was launched. At its present level, the 
reserve is too small to enable the Union to face the uncertainties of 1952 with 
any real confidence. 


THE banks delayed too long the obviously desirable rebuttal of the grossly 
distorted charges levelled in the Parliamentary debates of November, 
when Opposition speakers, especially Mr. Douglas Jay 
Bank Profits and Mr. Gaitskell, argued that the rise in short interest 
and rates would put massive sums into the pockets of the banks 
Dearer Money and their shareholders. An attitude of dignified silence 
and Olympian detachment by the banks was not appro- 
priate in these circumstances, but it was not until mid-December that it was 
broken—by a welcome speech from Lord Linlithgow, chairman of the Midland 
Bank. This speech ranged widely over Britain’s post-war. economic difficulties 
and showed in particular how inflation has been eroding the real worth of 
social payments (such as family allowances and income tax allowances, not to 
mention pensions) and how excessive taxation has combined with other 
pressures to create rigidity and overstrain in the national economy. 

The monetary measures that form part of the disinflationary effort to 
ease this strain and rigidity will, it is true, increase the banks’ gross revenues 
from some of their assets, but this apparent gain will be much more than offset 
by other repercussions upon the banks. Lord Linlithgow did not give quanti- 
tative estimates, but contented himself with saying that the extra return from 
call money, bills and advances has to be set against the increase in interest 
paid on deposits and against the increase in bank costs. This pressure on costs 
had led the banks, some months before the Election, to raise advances rates 
(with the subsequent approval of Mr. Gaitskell), and Lord Linlithgow found 
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it hard to see why, if business and private borrowers have to pay more, “‘ the 
biggest and most powerful borrower of all, the Exchequer, should not bear 
part of the burden’’. In any case, no argument about the effect of higher 
interest yields upon the banks is tenable unless it takes account of the drastic 
effect upon them of the slump in gilt-edged. The past year’s depreciation— 
coming, as it does, after the long and violent movement since early 1947— 
will obviously be causing much worry to the banks as they prepare their 1951 
balance sheets for publication. Lord Linlithgow observed that the fall in 
gilt-edged in recent years “ has necessitated severe entrenchment upon inner 
reserves’. A drop in the market worth of the clearing banks’ portfolios by 
an average of no more than I per cent. would represent a book loss of £15 
millions. This sum alone—which will certainly be much surpassed in fact, 
however short the banks’ portfolios—well exceeds the largest estimate of the 
additional current revenue (before tax) they might secure over a twelve- 
month period from the recent changes in interest rates. 

If we revise slightly the rough estimates made in THE BANKER last month 
(to allow for the further slight rise in bill rates and for the likelihood that 
advances rates will rise sooner and perhaps further than at first seemed 
probable), it may be hazarded that, very roughly, the higher yield on call 
money and bills may provide the same amount as will be paid out in additional 
interest on deposit accounts; that the exchange of some {500 millions of bills 
into funding stocks might yield between £4 and £5 millions (which, of course, 
is a due payment for the sacrifice of liquidity); and that, if the average rate 
earned on advances can be further raised by }—3 per cent., the return would be 
between £4? and {93 millions per annum when that adjustment has been 
completed and if the various processes of restraint do not reduce the aggregate 
of advances. This suggests an eventual maximum increase in gross current 
receipts of £14} millions per annum and a minimum of under £9 millions— 
before allowing for the continuing rise in general costs, especially salaries 
(discussed in an article on page 55), and, of course, before allowing for realized 
or book losses on investments, or, for that matter, for the probability that 
disinflation will involve an increase in bad debts. 


A FURTHER substantial expansion in the business of Barclays Bank (Dominion, 
Colonial and Overseas) is revealed by the report and accounts for the year to 
September 30 last. The most striking feature is an increase 

Growth of of more than {60 millions in deposits, to £443 millions. In 
Barclays his statement to shareholders, the chairman, Mr. Julian 

(D., C. & O.) Crossley, attributes this rise particularly to the sharp 
increase in the prices of many of the staple commodities 

produced in the territories that the bank serves, but he adds that it was also 
a reflection of genuine expansion, the result of fresh business connections and 
of an expanding branch system. Mr. Crossley in this statement devoted con- 
siderable attention to the problem of overseas development by Britain and to 
the damage that was being done to this cause by British taxation policy. The 
main danger is that the heavy taxation on the profits of companies operating 
overseas will encourage such companies to transfer their domiciles overseas. 
There have been ominous examples of this trend during the past year. But, 
argues Mr. Crossley, to try—as the previous Government did—to arrest this 
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trend by prohibiting such migration, is merely to make matters worse. “ If 
we lived in a world sufficient to ourselves the consequences of such legislation 
might not be disastrous. When a year ago I compared the action of the 
revenue officers of King George III, which resulted in the loss of the American 
colonies, with the action of their successors to-day, some people considered 
this parallel far-fetched. It is now perhaps becoming plainer to see how the 
sterling area has been and is being undermined by the taxation policy being 
followed here.’’ Beyond this danger to overseas development by British 
capital there is the even more fundamental consideration that excessive taxa- 
tion dries up the sources of risk capital. Mr. Crossley referred to the ‘‘ solemn 
statements ”’ that are still issuing from high places about plans to develop our 
resources overseas; but, he asked, “ by whom will these resources now be 
developed ?”’ He did not think it likely that much would come from Govern- 
ment agencies; nor would it come from new enterprises launched here in 
Britain if their competitive power was going to be handicapped from the 
outset by the inordinate burden of taxation that British legislation is placing 
on their shoulders. 


THE important implications of the clearing banks’ statement for November, 
the first to be issued after the Bank rate increase and the funding operation, 
are fully examined in our opening article this month, 


Banks’ and a more extended form of our usual monthly table 
Commercial Bill will be found on page 12. Preoccupation with the 
Portfolios effects of the funding operation has, however, dis- 


tracted attention from one most welcome improvement 
in the form of the monthly statements. Each of the clearing banks now shows 
its holding of British Treasury bills separately from other bills, whereas for- 
merly only four banks had made this distinction. For the first time, therefore, 


CLEARING BANKS’ TREASURY AND OTHER BILLS 





(£ mns.) 
NOVEMBER OCTOBER 
Treasury Other Total Total Other 
Bills Bills Bills Bills Bills 
Barclays .. ‘4 i 171.1 49.5 220.6 310.3 — 
Coutts is cs es 1.0 1.2 $.4 os ai o.I 
District .. - i 30.2 1.4 “9 ~_— 50.1 — 
Glyn Mills és oe 0.5 1.7 2.2 2.2 — 
Lloyds... ‘ - 145.5 28.9 174.4 259.1 — 
Martins .. - ich 30.8 4.0 34.8 55-5 3.9 
Midland .. es 7 201.3 40.8 242.0 343.3 34.9 
National .. a <a = 0.9 0.9 0.9 —_ 
National Provincial se 90.9 9.6 100.6 165.7 II.o 
Westminster - 5 68.4 13.5 81.9 126.8 — 
Williams Deacon’s ia 9.0 0.8 9.8 13.6 — 
748.7 152.3 gol.I 1,329.6 49.9 
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the combined statement issued from the Bankers’ Clearing House makes this 
segregation—though, unfortunately, without giving any comparative figures 
for earlier periods. The accompanying table shows the distribution of bills in 
each of the banks and gives such comparative figures for the previous month 
as are available. 
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AN important agreement was signed last month between the Tripartite Com- 
mission on German Debts representing the Governments of the United States, 
Britain and France and the West German Federal Government. 
Germany’s This agreement refers to the post-war claims of the three 
Post-War Allied Governments in respect of their civilian aid to Germany 
Debts in the period of occupation. These claims amounted all told 
to about $3,780 millions. Under the Potsdam Agreement 
their priority over all other claims on Germany had been established. Although 
this legal right remains, the three Governments have agreed to substantial cuts 
in their claims—but only on condition of satisfactory and equitable settlement 
of Germany’s pre-war debts. On this condition the United States has agreed 
to cut its demands from $3,200 millions to $1,200 millions. This smaller 
sum will bear interest at 24 per cent. and will be payable in 35 annual instal- 
ments of about $52 millions each. The British Government’s claim amounted 
to £201 millions and has been reduced to £150 millions. All interest payment 
on this amount has been waived and repayment will be received over twenty 
years in equal annuities of £7} millions. The small French claim has been 
slightly reduced and the agreed sum will also be paid over twenty years. The 
service on these post-war debts will call for a payment by Western Germany 
of slightly over $70 millions. It has recently been estimated that the balance 
of payments of Germany could stand an annual foreign debt charge of at least 
$200 millions. This leaves a margin sufficient to allow for.a mutually satis- 
factory settlement of the pre-war debts. The discussions on that subject 
should be starting in London in the very near future. 


WE reproduce below “ for the record’”’ and as a historic document, the text 
of the clearing bankers’ warning to the public about the stiffening of advances 





policy : 
The To the Editor of ‘‘ The Times”’ 
Banks Give Sir,—On November 7 the Chancellor of the Exchequer, in announcing 
Warning that the Bank rate was being raised, stated that the Government rely upon 
the banks “‘ to continue and intensify their efforts to restrict credit to essential 
purposes ”’. 


The policy of the banks has always been to cooperate to the best of their ability with whatever 
Government may be in power, and the tributes paid by successive Chancellors of the Exchequer of 
both major parties may perhaps be considered evidence of success in that endeavour. The gravity 
of the present state of affairs, acknowledged by leaders of all parties alike, adds emphasis to the 
need for further action by the banks to make effective the present policy of His Majesty’s Govern- 
ment. It is the intention of the banks to do their best to fulfil this responsibility. 

The object of this letter is both to sound a note of warning and to enlist the cooperation of the 
whole community. First, we must warn every trader and every individual borrower that requests 
for advances will be more and more critically examined and that bank borrowing will tend to be- 
come more expensive. Secondly, we would urge the whole community to assist the bankers in this 
task by themselves examining most carefully the purposes for which further credit is required and 
refraining from asking for any advance which is not for essential purposes. 

Yours faithfully, 


BALFOUR oF BURLEIGH, Chairman. 
A. W. TUKE, Deputy Chairman, Committee of London Clearing 
Bankers. 


Post Office Court, ro Lombard Street, E.C.3. November 29. 


The implications of this statement are discussed in the following article (see 
page Io). 
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Bank Liquidity and the Markets 


HE new monetary policy has been gathering momentum much faster 
[than many people expected. In the first half of last month its salutary 

pressure was falling with heavy impact upon the stock markets— 
especially, of course, upon gilt-edged and the new issue market. By mid- 
December, when the first tentative resistance point was reached, some very 
heavy declines had occurred. In the six weeks or so from election day, for 
example, the two leading “ one-way option ”’ stocks—3%4 per cent. War Loan 
and 23 per cent. “‘ Daltons ’’—had lost eight and six points respectively, a 
depreciation of over g per cent. that had raised flat yields to around 43 per 
cent. At the other extreme, the redemption yield on the three-year Exchequer 
Stock, 1955, had widened by almost 2 per cent., to 2 5/16 per cent. The 
industrial share market had troubles of its own, apart from those rapidly 
communicated to it from gilt-edged, and over this same period the “ blue 
chips ’’, as measured by the ordinary share index of the Financial Times, 
slumped by over 13 per cent. 

There has since been a temporary recovery from these depressed levels, 
partly because the resistance point chanced (it probably was chance) to 
coincide with the bold and imaginative decision to reopen the foreign exchange 
market by permitting the banks to deal for their own account at spot rates 
setiled in the market within official limits (actually, wider limits than in gold 
standard days) and forward rates that have no formal limits. This decision, 
fully explained in an article on page 20, is heartening because it is a sign of 
courage and of a movement towards freedom; it conjures up visions of freely 
convertible sterling, of a sterling that stands squarely on its own feet, without 
the props of exchange control and import quotas. But these are visions still. 
The possibility of realizing them has not been brought perceptibly nearer by 
this single act of faith; it still must wait upon the restoration of the whole 
national economy to health and virility. Of itself, therefore, this change 
does not basically alter the prospects either for the national economy or for 
the markets. These prospects still depend mainly upon the considerations 
discussed here last month—upon the degree of toughness the Government 
intends in its disinflation policy as a whole and upon the manner in which 
it deploys the domestic monetary weapons. 





GOVERNMENT BROKER HoLps ALOOF 


Such further evidence as has accumulated about the Government’s inten- 
tions in general has not altered THE BANKER’s first impression—and the 
spreading impression elsewhere—that the disinflation effort as a whole is 
more likely to be insufficiently strong than too strong. The evidence available 
so far, however, is very thin and inconclusive; it is possible that a different 
impression will be given after the Christmas recess, during which Ministers 
will have had their first real chance to grapple with the full facts of the problem. 
Meanwhile, the one strong weapon that has been brandished is the monetary 
weapon, which is intended to hold part of the line against inflation and could 
if necessary also help to defend those other parts that ought to be—but may 
not be sufficiently—equipped with non-monetary weapons. 
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The monetary weapon has not been used in this fashion yet; but the 
investing public quickly grew apprehensive at the mere sight of it, and the 
authorities wisely allowed this fright to exert much stronger repercussions 
upon the markets than many people either had foreseen or would have expected 
to be permitted. The Government broker made one experimental (and by 
no means inconsiderable) sally that passed almost unnoticed during an early 
phase of selling; but thereafter the authorities commendably left the market 
to find its own resistance level. This might mean that the monetary weapon 
is to be wielded with real strength, and that any reinforcement of its effects that 
comes from public apprehension is welcomed by the authorities—as, indeed, 
it ought to be, at least until strong budgetary weapons are brought into play. 
On the other hand, it has been widely argued that the violent repercussions 





TABLE I 
GILT-EDGED PRICES AND GROSS REDEMPTION YIELDS IN 1951 
Jan. June Oct. Nov. Dec. Dec. 
PRICES I 14 25 7 II 21 
24% Nat. War Bonds, 51/53 =‘ 101 10085 1014 100%; 100}; 100}; 
21% Exchequer, 1955 .- 1012 10043 101? 101%; 99% 90% 
3% Savings Bonds, 55/65 101}; O7 ts O75 964 92 giz 
3% Savings Bonds, 65/75 06 t% 903 go} 894 84 832 
3% Trans. Stock, 78/88 Or} 83ixd 85 832 761xd 763 
3% Gas Stock, 90/95... oI} 83} 83} xd Siz 703 76% 
34% Steel Stock, 79/81 .. a O5¢ 90 — 94% 89 881 
34% War Loan, ’52 ‘a O4is 8748 8675 xd 85 xd 79% So 
24% Consols _ - 7o}i xd 64? xd 6655 643 604 xd 61 
24% Treasury Stock, '75 7045 64% 65i6 63% 59% 59 
YIELDS TO REDEMPTION yA % ~ %, y A A 
24% Nat. War Bonds, 019 G6e* rt 5§ 7eft noe O13 oef 2 7 11e8 2 7 re 
51/53. 2 o 7t t 19 Of t so Si 2 t 3% 2 Sazi 2 8 tae 
21% Exchequer, 1955 ‘ses @ &@B@s 284 80 887 5. 2&4 2 es 7? 
“ ‘ 219 9€ 319 6€ 317 4@€ 4 § 9€ 514 Qe 519 Ie 
3% Savings Bonds, 55/65) 2 19 111 3 6 71 3 «5 te 3 8 21 317 olf 318 sf 
—" 3 9 10€ 319 5é@ 319 € 4 1t11e 410 9e@ 410 8e 
3% Trans. Stock, 78/88.. 3 ; 31 316 31 3 10 31 3 18 31 4 5 3! 4 5 7 
‘ _ , 3 9€ 317 1e€ 316 ge 318 7e 4 5 e 4 5 8e 
3% Gas Stock, 90/95 3 8 34 316 21 315 of 317 61 4 4 41 4 4 4h 
23% Consols .. 310 of 317 If 315 5f 318 of 4 2 5f 4 1 Of 


‘* FINANCIAL TIMEs ”’ OrpD. 
SHARE INDEX _ 123.1 140.4 138.3 131.4 119.8 122.0 


(e) Earliest date. (f) Flat. (/) Latest date. * Septemier 1, 1951. + March 1, 1952. 
§ September 1, 1952. 
‘“ permitted '* upon stock exchange values and upon the new issue market 
have been out of proportion to the degree of disinflation that the Government 
is likely to countenance even when its policy is fully developed. That might 
conceivably prove to be true; but, if so, the implications will be dispiriting 
and even dangerous for the national economy—and particularly dangerous 
for sterling in its new setting. Meanwhile, no one any longer doubts that even 
apparently moderate and “ gradual ”’ use of the orthodox monetary techniques 
can exert powerful effects; but many of those in the City who formerly opposed 
such measures or harboured such doubts have turned instead to a new brand 
of wishful thinking—arguing that pressure upon the markets on the recent 
scale cannot conceivably be “ necessary ’’ for Britain’s disinflation, pleading 
for aid from the Government broker, and seizing upon every “ favourable ”’ 
factor that might be presented as justifying a more cheerful market view. 
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Especially in this phase when the psychological force of monetary policy has 
to hold the line almost single-handed, such an attitude does disservice to the 
cause of disinflation. It also tends to bewilder still further the many investors 
now trying gropingly to get their bearings afresh. 

At least until the leading light of political intentions and courage becomes 
more clearly visible, the most important consideration for investors will be 
the nature and implications of the monetary policy as such. Many separately 
distinguishable factors have played a part in the pressure upon markets in 
recent weeks—the banks’ public statements about the toughening of their 
advances policy, and the signs that a few borrowers were already feeling its 
effects; the dramatic failure of the big Unilever debenture issue and the 
foolishness of trying to force the Manchester Ship Canal issue immediately 
afterwards; the surprising innovations in the new directive to the Capital 
Issues Committee and the associated “ request’ to the banks. Separate 
though these factors seemed, the force of each was mainly derived from, or 
intensified by, one central influence—the problem of bank liquidity. Not until 
the November bank statements began to appear did the City fully grasp the 
fact, explained here last month, that the key to the new monetary technique 
lay in the funding issue and in its effects in cutting away most of the banks’ 
cushion of liquid assets. As soon as these effects could be seen in actual 
balance sheets, the City’s fears of bank selling of gilt-edged, of the repercussions 
of tighter money upon business liquidity and of pressure for new issues, 
overshadowed and intensified every other adverse influence. 

To assess the implications of this bank liquidity problem for the national 
economy and for stock markets, three questions need to be asked: 


First, have the banks already reached the conventionally critical point 
in strain upon liquid assets, or how close are they to it ? 


Secondly, if their liquid assets are pressed down to, or below, the pre-war 
conventional minimum, will the banks in fact react as they used to do ? 


Thirdly, will the monetary authorities in fact put pressure on the banks 
in this way ? 


Each of these questions will be examined in turn; but they cannot be fairly 
appraised without first considering other aspects of the developing monetary 
policy and technique. It also still seems desirable to present, as THE BANKER 
did last month,* a full record of this important evolution. Now, therefore, some 
digression is necessary, to trace the experience in the money market, the 
changes in bank lending policies, and the directive to the C.I.C. and the banks. 
The central argument about liquidity is resumed on page 13. 


THE MONEY MARKET AND THE “‘ SPECIAL BUYER ”’ 


In the money market there have been no radical changes since those re- 
corded here last month, and the authorities have treated the market with a 
fair degree of tenderness. For a fortnight after the first two occasions on which 
one or two houses were forced to take the new seven-day money at 2 per cent., 
nobody at all was driven “ into the Bank ”’; and for the first week of this phase 





* The first record and analysis was presented in a special 12-page survey in the December issue 
of THE Banker, for which there was a large demand. Extra copies were printed, however, and 
limited supplies are still available. 
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the market actually balanced its books each day without any aid from the 
‘“ special buyer ’’. In these conditions, the impression gained ground that the 
intended initial adjustment of rates had been completed, and the Treasury bill 
rate was expected to fluctuate narrowly at rather under 1 per cent. The allot- 
ment rate to the market had reached 31/32 per cent. by the third tender after 
the Bank rate change, rose to 63/64 per cent. a week later (November 30), 
relapsed to 31/32 per cent., and was then restored to 63/64 per cent. on Decem- 
ber 14—after the market had been driven into the Bank on two successive days, 
and for rather larger sums than on the three previous occasions. The threat 
of year-end stringency then carried the rate fractionally above I per cent. 
Since December 5 the special buyer has been frequently in the market, 
notably on the days on which its marginal needs have had to be filled by open 
recourse to the Bank. The demonstration of the new technique of restraint in 
open market operations has been given, not by any attempt to drive a hard 
bargain on rates—the purchases are usually made at rates in line with the 
market—but by limiting their volume. The authorities apparently decide at 
the outset how much they will buy, are sometimes finnicky about particular 
maturities, complete their purchases relatively early, intimate that they have 
done so, and very rarely reappear thereafter. In the early weeks, most of the 
business was done through clearing banks, apparently in short-dated paper 
not readily obtainable in the market; but since then there have been frequent 
purchases direct from discount houses, often of the February dates that had 
formerly been refused. In short, the authorities have been helpful rather than 
“ difficult ’’. Their tactics have been sufficient, however, to make the threat of 
compulsory seven-day money at 2 per cent. a reaJ one in the market’s mind, so 
that the pattern of market rates has become still more flexible. As noted last 
month, the clearing banks still agree among themselves upon uniform rates for 
call money—and, indeed, have not changed the minima fixed on November 8— 
but rates for buying bills from the market now depend entirely upon market 
conditions and the positions of buyer and seller from moment to moment. 
The impact of spasms of stringency, however, has been much more apparent 
upon rates for marginal supplies of “‘ outside ’* call money than upon rates for 
bills. Fluctuations of these have been very narrow, with 27/32 per cent. as the 
usual buying rate for Treasury bills under 60 days and {% per cent. for longer 
bills; slightly higher rates have obtained only momentarily. The fixed 
minima for trade paper were all raised by }-} per cent. on December I. 


THE BANKs’ “ WARNING ” ABOUT ADVANCES 

This last change, however, was related not so much to market conditions as 
to the clearing banks’ public warning that requests for advances would be 
‘““more and more critically examined ”’ and especially to their intimation that 
‘bank borrowing will tend to become more expensive ’’. This warning, made 
as the last issue of THE BANKER was in the press, and therefore only cursorily 
noted in our last article, was given by the chairman and deputy-chairman of 
the Committee of London Clearing Bankers and expressed in the form of a 
letter to The Times*. Its special significance lay in its demonstration that the 
banks were responding to the new monetary measures more rapidly and more 





* The letter was published there on November 30, and is reproduced “ for the record "’ on page 
6 of this issue. 
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definitely than most of them had first expected to do; and its special force 
derived from the fact that they had chosen the very rare expedient of making a 
collective and public announcement. Moreover, this public intimation of a 
toughening of advances policy was coupled with an appeal to “ the whole 
community ”’ to exercise voluntary restraint in the use of bank credit or request 
for it. 

It has since become generally known that this speeding-up of the banks’ 
re-definition of their advances policy resulted from pressure from the authori- 
ties; and it has also become clear that more emphasis has been put upon 
increases in lending rates, as distinct from a stiffening of lending standards, 
than might be deduced from the actual phrasing of the statement. As was 
emphasized here last month, however, the fact that the banks have responded 
collectively to this initiative does not mean that their advances policy will be 
concerted in detail or that any attempt will be made to achieve uniformity of 
rates or lending standards beyond the very limited range of special cases where 
joint action is already practised. The sense of urgency and spirit of “‘ toughness ”’ 
with which the problem is approached are bound to vary from bank to bank. 
Several banks have acted with great speed and vigour, and are believed to be 
applying extremely severe tests to new applications for advances, especially 
since the issue of the Chancellor’s new “‘ request ’’. Only one specific statement 
has been made about advances rates; an unofficial but authoritative report 
emanating from one of the clearing banks indicated that the aim was to estab- 
lish a working minimum of 43 per cent. for most business borrowers and 5 per 
cent. for personal borrowers—levels that would represent in most banks an 
increase of roughly 4 per cent. from those resulting from the general review 
of advances that began last summer, when the general objective was to raise 
below-average rates by }-} per cent. The several banks did not, however, keep 
strictly in step in this revision, nor are they likely to do so in the new process of 
toughening—even though it results from official initiatives instead of being 
inspired, like the first revision, solely by the need to meet the pressure of rising 
bank costs. Some banks have still not completed the first round, and therefore 
are less anxious to start a second round of rate changes forthwith, preferring 
to put the emphasis now upon a toughening of lending standards. Other 
banks have not only completed the first round but are already starting on the 
second. Others would like to try to push rates even beyond those mentioned 
above. 


THE CHANCELLOR’S “‘ REQUEST ’”’ : NEW RESPONSIBILITIES FOR C.I.C, 


Although the banks proceed at different speeds and by different methods, 
the process of inducing an unusual degree of caution in their lending policies 
has been carried a long step further by the new instructions given by the 
Chancellor to the Capital Issues Committee and by his accompanying “‘ request ”’ 
to the banks. The principle of these instructions is considered in a Note 
on page I; but it is important to record here three innovations that have 
unusual implications for the banks. First, when considering applications for 
market issues for the funding of bank advances, the Committee is instructed to 
ignore the fact that the money has already been borrowed and to base its deci- 
sion upon the eligibility (within the general scale of priorities) of the purpose 
for which that borrowing took place. Secondly, in those cases in which appli- 
cations for bank advances are referred to the Committee, it is required not only 
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to observe the “‘ same strict tests’ as would be applied to other applications 
but also to consider ‘‘ what stipulations ”’ it should make about the period of 
the loan and the arrangements for ultimate repayment or funding. Thirdly, 
the accompanying ‘‘ request ’’ to the banks enjoins them, when considering 
advances for “‘ capital expenditure ’’, to ignore the statutory exemption they 
enjoy from the borrowing controls in all cases where finance is required in the 
ordinary course of the borrower’s business. Notwithstanding this exemption, 
they are now expected “in general ’’ to refuse advances for such expenditure. 

It is easy to see how these injunctions, and especially the newly-created 
danger that advances made in anticipation of funding may later be refused 
market facilities, will intensify the cautiousness of bankers. The restraint thus 
induced, however, will be of a very different kind from that ensured by the 
orthodox pressures. When the risks of lending are made dependent upon 


TABLE II 
THE DECLINE IN BANK LIQUIDITY * 
CLEARING BANKS 








Change Change 
1931 f 1950 Ff Oct., 1951 Nov., 1951 on on 
Month Year 
{mn £ mn. £ mn. £ mn. £ mn. £ mn. 
Deposits is 1,760 6,015 6,204 6,189 —- 15 - 62 
‘Net’ Deposits 1,715 5,811 5,981 5,973 - 8 —- 57 
Liquid Asseis : y A % % % 
Cash .. .. 182 10.4 497 8.3 514 8.3 517 8.4 + 3 + 15 
Call Money... 121 6.9 55° 9.1 579s 99.3 5602 9g.I —- 17 + 14 
Bills .. -. 257 4.6 1,298 21.6 I,330 22.4 90OI 14.6 — 429 — 544 
Total 500 31.9 2,345 39.0 2,423 39.0 1,980 32.0 — 443 — 515 
Other Assets : 
T.D.R.s — —_ 430 7.1 oe a 108 1.7 - 69 — 370 
Investments 301 17.2 1,505 25.0 1,555 25.2 2,033 32.9 +478 +518 
Advances O19 52.2 1,603 26.7 1,897 30.6 1,925 jr.I + 28 +315 
Total . 1,220 69.3 3,538 58.8 3,629 58.5 4,006 65.7 +- 437 + 463 








* Asset ratios are calculated on gross deposits. + Averages of twelve months. 
particular scales of priorities and upon the possibility of arbitrary actions and 
interferences by the authorities, bankers are liable to become too timid in their 
own judgments and more reliant upon official guidance; whereas if the pressure 
for restraint is exerted by the orthodox method of tightening the supply of 
liquid assets, the effect will be to promote an increasingly sturdy independence 
of banking judgment, to revive the traditional principles of appraising the 
marginal risks that are to be found among all categories of borrowers whether 
“priority ’’ or not. Indeed, a very large part of the particular merit of the 
movement towards orthodoxy, and of the expectation that it will provide a 
more effective disinflationary weapon than the monetary policies of recent 
years, lies precisely in the assumption that it will be allowed to work in this 
way. It is the more important, therefore, to examine closely the problem of 
bank liquidity—by now asking in turn the three questions posed on page 9. 
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How CLOSE IS THE LIQUIDITY MINIMUM ? 


The effects of the funding operation in cutting away surplus liquid assets, 
which could only be estimated last month, can now be plainly seen in the 
clearing banks’ statement for the November make-up, which occurred exactly 
a week after the allotment of the Serial Funding Stocks in exchange for 
surrendered Treasury bills (having an average life not exceeding 60 days). 
The new stocks are, of course, included in the banks’ gilt-edged holdings, so 
that the most direct measure of the effect is an increase in the investments 
total, which rose over the five-week period by £477.6 millions, to the new high 
level of £2,033 millions, raising the ratio of investments to gross deposits to 
32.9 per cent., a figure very rarely reached or surpassed in the past. The 
effects upon liquid assets were more blurred, because the banks were able to 
make good a moderate part of their loss of bills, thanks in part to the further 
repavment of Treasury deposit receipts. Even so, aggregate bill portfolios 
(within which all banks for the first time segregate Treasury bills*) dropped 
by £428.5 millions, and call money dropped by a further £17.1 millions. 
Roughly one-quarter of the money market assets was thus cut away, bringing 
their ratio to deposits down from 30.8 per cent. to 23.6 per cent. The cash 


TABLE III 


Liguip ASSETS ADVANCES AND INVESTMENTS 
70 70 
October November October November 
Barclays “* - es 40.0 2.5 54.1 63.1 
Coutts os i as 35.3 30.6 63.9 69.1 
District o - 4 35.0 30.5 50.1 65.5 
Glvn Mills .. o- o- 30 6 30.7 605.4 66,2 
Lloyds - - - 40.0 2.8 54.0 63.2 
Martins es —“ - 39.8 33.2 54.0 62.3 
Midland ea wa es 40.2 2.8 54-4 62.9 
National a as ea 23.4 23.6 80.4 79.4 
National Provincial +4 39.4 30.6 55.9 66.0 
Westminster - - 30.7 30.4 57-4 65.0 
Williams Deacon’s .. nt 37.3 2.8 50.4 62.8 


ratio rose fractionally, so that the total liquidity ratio (including cash, call 
money and bills, but not T.D.R.s) dropped from 39.0 per cent. to 32.0 per cent. 
—a slightly higher ratio than had been predicted from the October figures, 
chiefly because of the banks’ intake of bills from the market. 

The counterpart of this steep reduction in liquidity has, of course, been a 
sharp rise in the ratios of the main “earning ”’ assets. Advances rose by 
another £28 millions during the month, carrying their ratio to deposits to 
31.1 per cent., its highest since early 1941. Hence the combined advances- 
investments ratio to deposits is 64 per cent., a level familiar before the war 
but quite unknown for this past decade; at its lowest point during this abnormal 
phase, this combined ratio actually dropped below 39 per cent. 

Individual clearing banks, of course, are now showing a tighter position 
than this, as will be seen from Table III. Two banks, the Westminster and 
the National Provincial, actually experienced a bigger fall in money market 
assets than their increase in investments, so that their liquidity ratios dropped 
to 30.4 and 30.6 per cent. respectively; their advances-investments ratios are 
now 65 and 66 per cent. The liquidity ratio of each of the other three of the 





* The segregated figures are shown in the table on page 5, 
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TABLE [IV 


CLEARING BANKS’ DISTRIBUTION OF ASSETS 
°/ of Gross Deposits) 


-———  Liguip ASsETs ———\ a——— “EarninG” ASSETS ———~\ 
Money 

Cash Market Total Advances’ Investments Total 

1921 ° 11.6 25.9 37.5 46.0 18.0 64.0 
January... II-3 26-1 $7.4 46.6 17.8 64.4 
March “ II.I 21.4 32.5 50.1 18.5 68 .6 
1922 : 11.6 25.5 37.1 42.3 22.1 66.4 
January... II.4 30.2 41.6 4I.I 18.7 59.8 
April eh II.9 24.5 36.4 42.9 22.2 65.1 
1923: 11.7 23.0 34.7 45.5 an .3 66.8 
January... II.9 25.1 37.0 42.9 21.7 64.6 
March - Ir.6 22.1 33.7 46.3 21.5 67.8 
1924: 11.7 21.0 92.9 48.5 20.4 68.9 
January... 1r.6 23.3 34.9 45.3 a1 .2 66.5 
March as II.§5 19.7 or .2 48.8 21.5 70.3 
1925: 11.8 20.6 32.4 51.5 27.2 68.7 
January... 11.8 27.5 33.3 49.3 18.5 67.8 
April 7 SF 18.8 30.5 52.5 17.9 70.4 
1926: 11.7 20.2 31.9 53.6 15.9 69.5 
January... II.7 21.0 32.7 52.1 16.6 68.7 
March i Pe 18.7 30.4 54.9 16.2 71.1 
1927: 11.5 20.8 2.3 54.2 14.8 69.0 
January... Ir.6 ae.7 22.9 52.8 15.4 68.2 
March v II.5 79.3 30.8 55.5 5.3 70.8 
1928: II.1 21.9 33.0 23.9 14.4 68.1 
January... II.3 22.9 34.2 52.6 14.6 67.2 
March ea II.I 20.3 O8.4 55.2 14.6 69.8 
1929: 10.8 20.5 31.6 55.1 14.3 69.4 
January... 10.9 o3.2 34.0 52.6 14.3 66.9 
April ne 10.8 19.0 29.8 56.3 14.6 70.9 
1930: 10.7 22.5 33.2 53-5 14.3 67.8 
January... 10.8 21.6 32.4 54.6 239 68 .3 
March i 10.7 18.5 29.2 57.6 14.1 78.7 
1931 : 10.4 21.5 31.9 2.3 17.1 69.3 
January... 10.6 25.3 35-9 49.3 15.9 65.2 
April _ 10.3 18.9 29.2 54.2 17.8 72.0 
1932... - 10.4 23.7 34.1 47.1 19.4 66.5 
1933s im 10.8 33.3 34.1 33.9 27.5 66.4 
1934 «- ae 11.3 19.3 30.0 40.0 29.8 69.8 
1935 «+s - 10.8 20.4 43.2 38.5 30.8 69.3 
1930 ist ws 10.3 21.9 32.2 39.1 29.0 68.1 
1937 ss 04 10.3 19.6 29.9 at.9 28.5 70.2 
1935 Sie es 10.6 18.9 29.5 42.9 28.0 70.9 
1939 o° a 10.9 17.9 28.8 44.1 27.0 71.1 
1940 .- se 10.7 20.6 31.3 38.1 20.0 64.7 
I94I .- . 10.5 12.3 22.8 28.9 30.1 59.0 
1942 +s 10.5 11.2 a9 24.3 2.60 50.9 
1943 +> - 10.5 9.2 19.7 20.4 31.2 51.6 
1944 «+ _ 10.5 5.4 13.9 18.1 28.0 40.1 
1945 «+» - 10.5 8.4 18.9 16.4 24.0 41.0 
1940... 0 10.3 14.9 25.2 17.4 20.4 43.8 
1947 ee - 8.4 20.8 29.2 19.6 20.1 45-7 
1945 ee oh 5.2 20.0 28.8 22.3 25.0 47-3 
1949. - 8.3 23.8 2.1 24.1 25.2 49.3 
1950 .- - $8.3 30.7 39.0 20.7 25.0 51.7 
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“ Big Five’ banks was 32.8 per cent., with the Midland showing a slightly 
lower advances-investments ratio (62.9 per cent.) than the other two. 

An especially intriguing aspect of the figures is that the increase shown in 
aggregate investment portfolios is some £25 millions smaller than the amount 
of the Funding Stocks for which the clearing banks were generally understood 
to have subscribed; the difference can be accounted for only by writing-down 
of the book value of investments or by actual net sales effected before the 
make-up date, November 21. Even at that stage there had been some market 
signs of bank selling, but they were less obtrusive than the subsequent evidence. 
If it is assumed that the new stocks were distributed proportionately among 
the clearing banks (other than the National Bank, which, to judge from the 
figures, does not appear to have participated), one of the “ Big Five ” will be 
found to show a particularly wide deviation between the assumed participation 
and the increase in its investment portfolio. 


LIQUIDITY PRACTICE BETWEEN THE WARS 

The implications of these big changes in terms of bank conventions about 
the distribution of their assets of course depend upon what those conventions 
are—or, first, what they were, in the period when orthodox monetary discipline 
was last at work. The necessary backward glance at once distinguishes three 
phases—the phase of war finance and abnormal post-war controls, the pre-war 
cheap money phase, and the phase of full orthodoxy, notably the period 
1921-31. For present purposes, only the earliest of these phases is strictly 
relevant—despite the fact that it was not until the Treasury bill ‘‘ famines ”’ 
of the ’thirties that the so-called “‘ 30 per cent.”’ principle came to be discussed 
and was elevated by some to the rank of a “ theory ’’. The pressures upon 
bank liquid assets by the excessive fundings of Treasury bills in this phase 
did undoubtedly cause spasmodic (and probably unintended) disturbances of 
the gilt-edged market; the middle and late ‘thirties do, therefore, provide 
some clear examples of the working of the principle that the market now fears 
(as the repeated outcries from certain banking circles at that time amply 
confirm). This phase, none the less, is an indifferent guide to present possi- 
bilities, because throughout that period there was an underlying assumption 
that cheap money would not be destroyed. In the end, the authorities always 
came to the rescue—though with an imperfect and jerky technique. If the 
orthodox measures are now to be employed effectively, there will be no such 
underlying reassurance to the banks that they need not worry (much) if their 
liquid ratios decline. The fact that liquidity ratios in the later ’thirties fre- 
quently fell somewhat below 30 per cent. (and in one month in early 1939 
actually dropped to 25.9 per cent.*) does not therefore imply, as some would 
like to argue, that present ratios are “‘ comfortable ’’; it is better regarded as 
simply irrelevant. 

Much more obvious is the irrelevance of the phase of war and early post- 
war, during which the cash-call-bills ratio was generally far below 30 per cent. 
and at one point actually went below 17 per cent. During the whole of this 
period, however, deposits were expanding fast, and almost the only circum- 








* Just how little consolation the wishful thinkers can glean from that, however, may be seen 
from the fact that in the ten months from September, 1938, the banks reduced their investments 
by £50 millions, yet made only £13 millions addition to their advances. 
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stance that could momentarily threaten them was a sudden flow of funds into 
tap issues of Government securities, a threat that the banks could always meet 
by the simple expedient of “ pre-encashing ” T.D.R.s. In this phase, therefore, 
T.D.R.s were almost as good as a truly liquid asset, and the banks were glutted 
with them—to the extent of 41 per cent. of deposits at the peak. (In present 
circumstances, it may be noted, the vestigial holding of T.D.R.s is available 
to ease a strain on liquidity only to the extent that that is due to a flow of 
funds into Tax Certificates, the only security still ‘‘ on tap ’’—apart from the 
now neglected “‘small”’’ savings. There are signs that minor use of this 
facility has in fact been made during the past month.) 

The relevant period against which to appraise the present and prospective 
ratios is, therefore, the period before cheap money. As last month’s article 
showed, in the period 1921-31 the annual average ratio of liquid assets never 
dropped below 31.6 per cent. and in the early years was above 37 per cent. 
Averages alone, however, are an insufficient guide. Whatever importance the 
banks attached to this particular liquidity ratio, there certainly never was any 
intention to keep it highly stable; they may not even have ever had any 
clearly defined minimum in mind. Considerable variations occurred from 
year to year, and also seasonally; but careful study of the figures leaves no 
doubt that a downward trend extending over a few months generally had 
important repercussions upon investment policy—even, in many instances, 
when the trend was plainly seasonal. To present the figures month by month 
throughout this period would be much too cumbersome; but both the range 
of fluctuation and the effects of fluctuation can be fairly gauged by considering 
the first few months of each year, the period of seasonal pressure on liquid 
assets through Treasury repayments out of revenue surpluses. The lowest 
month’s liquid ratio in each year was generally (but not invariably) touched 
in March or April. The January ratio was nearly always above-average, but 
was not unreasonably distorted by year-end window-dressing (all the monthly 
figures then were averages of four weekly make-ups). The results of this study 
are given in Table IV, which compares the lowest total liquid ratio touched 
each spring with the corresponding January ratio and with the year’s average. 

It will be seen that the seasonal decline was generally of the order of 2} 
to 3) points, but occasionally was about 5 points and once no less than 6.7 
points (in 1931). Only three times, however, did the ratio dip below 30 per 
cent.; it reached 29.8 per cent. in April, 1929, and 29.2 per cent. in March, 
1930, and April, 1931. The rather surprising and significant point, however, 
is that although these were all periods of clearly-recognized seasonal pressure, 
followed by relief as the Government borrowings rose early in the new fiscal 
year, in most of them the stringency of liquid assets was accompanied by a 
reduction in gilt-edged portfolios. The only exceptions were three years in 
which advances were falling or were obviously about to fall—the years 1921, 
1922 and 1931. Moreover, in the last of these years, the release of investments 
was only slightly delayed: the rise in the advances-investments ratio to the 
usual level of 72 per cent. in April, when the lowest liquidity point was touched, 
was the signal for a reduction of the investment portfolio by £18 millions in 
the following month—although advances simultaneously fell by £5 millions. 
In every one of the other years—the years 1923-30 inclusive—the investment 
holding declined during the months of falling liquidity ratios, and occasionally 
fell by more than the rise in advances. 
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How Far WILL LIQUIDITY CONVENTIONS BE OBSERVED Now ? 


In short, there is strong evidence that in this “ relevant ”’ period the banks’ 
investment policy was sensitive to changes in their ratios of liquid assets. 
Indeed, the evidence is quite surprisingly strong; for the tendency is observable 
in periods of merely seasonal pressure on liquid assets and seasonal increases 
in advances. It is not, therefore, “ selected *’ evidence, such as might readily 
be found in particular phases scattered not only through these years, but also 
through the cheap money phase. It is notable, too, that this sensitiveness 
related to declines in the liquidity ratio (or to the corresponding increases in 
the advances-investments ratio) almost regardless of the level from which 
the fall began; it was not confined merely to the moments at which the ratio 
dipped to an abnormally low point (e.g. the infrequent dips below 30 per cent.) 
though it was naturally more marked on those occasions. In other words, 
there was no sign that the principle operated only when a given “ critical 
minimum ”’ was reached. Unfortunately, there is no available indicator of 
how a pressure on liquid assets influenced advances policy; the figures tell 
nothing about the applications that were refused. But it seems reasonable to 
guess that in some, at least, of the phases when liquidity pressure was particu- 
larly severe the banks not only realized investments but also stiffened their 
scrutiny of advances. 

The fact that these tendencies were observable in the most recent period 
in which there was an orthodox monetary discipline does not of itself mean 
they will necessarily arise if similar pressures are exerted now—for this “ most 
recent ”’ period is still twenty years distant, and many underlying economic 
and financial conditions have changed radically since then. It is clear, however, 
that the banks will look—indeed, are looking—for precedents to guide them 
in the unfamiliar conditions now presenting themselves, and the relevant 
precedents will be those indicated above. Unless they can discern clear justifi- 
cation for modifying the lessons of earlier experience, the force of precedent is 
likely to be strong. Some banks contend—and they may be right—that the 
really operative factor in the past was the rise in the advances-investments 
ratio rather than the fall in the liquidity ratio—in other words, that they were 
concerned with the rise in 71sks of loss (through depreciation and bad debts) 
rather than with a fall in liquidity. The “ critical ’’ point, some would say, 
was a 70 per cent. advances-investments ratio. Such a distinction has a little 
more relevance now than it may have had in the ’twenties, for then 70 per cent. 
for one group virtually meant 30 per cent. for the liquid group, and conversely. 

At present, however, the converse is not true: a 30 per cent. liquidity ratio 
now would still leave the advances-investments ratio somewhat below 70 per 
cent.—partly because cheques in course of collection (usually ignored in these 
calculations) probably account for a slightly higher proportion than they used 
to do and partly because, at the moment, there is still a tiny holding of T.D.R.s 
(1? per cent. of deposits in November). Although neither of these items ought 
to be treated as a liquid asset, it is clear that neither is a “ risk’ asset com- 
parable with advances or investments. On this argument, which not all 
bankers would accept, there may be a little more latitude now than formerly. 
On the other hand, even if the emphasis is put on risk rather than liquidity, 
it must be remembered that the banks used to respond to changes in the ratios 
rather than to the approach to critical points as such. It is obvious, too, that 
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whether risk or liquidity is the criterion, an increase in the degree of risk 
(as distinct from the volume of risk assets) will be influential. That is to say, 
a rise in the risk ratio or a fall on the liquid ratio will be a more potent influence 
on bank policy if the dangers of investment depreciation and/or bad debts are 
rising. The same applies, though with less force, to the risk of higher bill rates. 
This, in short, is the junction-point not only between the “ risk ’’ approach 
and the “liquidity ’’ approach of commercial bankers but also between the 
dual lines of orthodox official policy—the pressure upon money rates (and 
Bank rate) and the pressure upon bank liquid assets. The indicated conclusion, 
evidently, is that if the authorities are firm in their money rates policy, in 
their readiness to countenance a fall in gilt-edged, and in their general and 
budgetary disinflation (which would certainly increase the risk of bad debts), 
the more concern will the banks show for a fall in the liquid ratio (or rise in 
the risk ratio). Moreover, it is widely felt that the reasonable limit for either 
ratio ought now to be more conservative than it used to be—because the 
“risk ’”’ assets are now a much bigger multiple of bank capital and published 
reserves and because inner reserves have lately passed through a period of 
intense strain. 


WILL THE AUTHORITIES REDUCE LIQUID ASSETS ? 


The practical question for the markets therefore proves to be precisely the 
one to which many people jumped at the outset: Will there in fact be inten- 
sified pressure on liquid assets, and will the authorities give any such pressure 
its full potential force by leaving the gilt-edged market to take the shock and 
by pursuing a firm policy in Lombard Street ? Their recent aloofness from 
the gilt-edged market is encouraging to those who are convinced of the need 
for firm orthodoxy, their relative tenderness to Lombard Street rather less so. 
It may be argued that it would have been injudicious, and perhaps unnecessary 
from any point of view, to press the money market further at a time of such 
heavy strain upon gilt-edged and of undigested new issues. Recent tactics do 
not prove that the authorities are concerned to avoid any further appreciable 
rise in short money rates; but there is accumulating evidence to show that 
they are anxious—as we suspected last month—to get the maximum general 
restraint of credit for the least cost to the Treasury in rates for floating debt. 
This evidence includes the requests to the banks to push up advances rates 
as well as to tighten lending standards; the reliance upon renewed “ voluntary” 
appeals for restraint; the recourse to the method of “ directives’’ and the 
use of it in a fashion that looks even more bureaucratic than in the past. 
This may mean merely that the authorities are using all available methods 
simultaneously in order to get a substantial effect quickly; but it could mean 
that they are pressing relatively heavily on the “ planning ”’ pedal because 
they want to avoid much pressure on the orthodox ones. This, certainly, is 
the impression that is forming in some banking circles—especially in those 
who feel they are being placed in an invidious position by what is, in effect, 
a request to them to widen still further the gap between advances rates and 
Bank rate. It is not that they object in principle to further increases in their 
own rates; but, in the task of imposing such an increase, they would like to 
have the support of a higher Bank rate—which they think may be ruled out 
by too narrow a view of the effects upon Treasury borrowing, and by the 
Labour outcry a further increase would arouse. 
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The whole argument thus returns, 1n the end, to the political consideration 
—and especially to the degree of courage likely to be brought to bear in dis- 
inflationary policy as a whole—that cannot yet be assessed. But, if the 
authorities are prepared to be pretty tough in the monetary sphere, it seems 
at present that they will use the liquidity weapon rather than the Bank rate 
weapon. If they choose, there is no doubt that the liquidity pressure can be 
substantially increased in these coming months of revenue surplus and con- 
tinuing overseas borrowing (though a reflux of private external funds to 
London would tend to moderate this strength of the Treasury’s cash). If, 
however, they want to pursue a lenient policy, it should not be taken for 
granted that bank liquid assets must, willy-nilly, fall steeply in the next 
three months. The lag in rearmament of course increases this possibility; 
but the automatic repayment of Treasury borrowings from the banking system 
(as distinct from a deliberately reinforced or contrived strain on liquid assets) 
will not be as large as that of last spring. 

In sum, consideration of the technical factors of monetary policy offers 
little consolation for those who are worried about the behaviour of stock 
markets. If the authorities are relatively gentle in their use of the orthodox 
weapon, they will still be likely to ensure that a tight rein is kept upon bank 
advances by other means. In that event, there would be less danger of direct 
pressure upon the gilt-edged market through bank sales of investments; but 
much the same general pressure would probably be exerted on stock markets 
indirectly, by disappointed borrowers seeking cash by realizing investments 
or by making offers of new capital, although this pressure would fall with less 
concentrated force on the gilt-edged market. On the other hand, if the liquidity 
weapon is firmly used (and especially if it is combined with a further rise in 
money rates) the gilt-edged market will be the first point of shock, although the 
weight would quickly be distributed among other sections. This diffusing of 
the burden would happen because the banks are most unlikely to attempt to 
press heavily on the gilt-edged market; they might be expected to meet a 
stringency of liquid assets more by being even tougher towards advances than 
by selling securities. 

Either way, the prospect is for a progressive tightening of money throughout 
the economy, for recurrent pressures on the markets and for congestion of new 
issues during the first unpleasant phase in which inflation is being arrested— 
unless, of course, the Government takes fright and softens its economic policy 
asa whole. But if it does hold firm, the consequences for the national economy 
and for markets should not be appraised as if the objective were a violent 
deflation. The purpose is to ensure a more efficient use and better distribution 
of productive resources, not to plunge large sectors of them into idleness. 
Though the first phase of any sufficient adjustment will be tough, the really 
painful effects will be felt mainly at the margins of the economy, and in the 
second phase the benefits from the improved health and virility all-round will 
become increasingly visible. The City is learning some salutary lessons, but 
as the wishful and muddled thinking gives place to realism it should not plunge 
to the opposite extreme of black despair. The orthodox policies that are being 
launched are policies of hope and promise for the longer run—for investors 
as for the national economy. 

W. T. C. KING. 
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The New Foreign Exchange Market 


ECEMBER has been a red letter month in the history of the world foreign 
] exchange market. From Canada has come the welcome news that all 

control of exchange has been swept away; and hard on its heels has 
come the decision, less radical yet in some ways more momentous, to reopen 
the London foreign exchange market. Canada’s move is an impressive demon- 
stration of confidence in the solidity of the Canadian balance of payments, 
now established beyond all question. This is hardly surprising, given the 
huge accession of economic strength provided by the recent discoveries of oil 
in the Western prairies and of iron ore deposits in Labrador. The foreign 
capital going into Canada to develop these new resources and the promise of 
a substantial current income from their exports have revolutionized the 
Canadian reserve position. Yet it is interesting to note that the abolition of 
exchange control in Canada is reconciled with the maintenance of a rate of 
exchange free from a fixed parity. It might be argued that it is precisely this 
strength that makes the free rate safe. But it can also be argued that strength 
should be used in the cause of stability. That is the view that prevails in 
Washington; the news from Canada will have been received with somewhat 
mixed feelings at the International Monetary Fund. There can be no doubt, 
however, that this addition of another currency to the small ranks of those 
able to stand without any control crutches is an event of importance and good 
augury. It should help to spread welcome confusion in the ranks of those 
prophets of gloom who never tire of declaiming that the United States dollar 
cannot be tolerated in any family on equal terms and that exchange controls 
and discrimination must therefore be reckoned as permanent features of the 
international payments and trading system. 

Even more important than the Canadian development has been the decision 
to reopen the London foreign exchange market, with freedom for spot dealings 
within rate limits set by the authorities and virtually full freedom for move- 
ments in forward rates. This does not, it is true, involve any relaxation of 
sterling exchange control, but it resurrects from a twelve-year torpor a market 
that was once one of the glories of the City; it reintroduces flexibility of rates 
where previously there was only the rigidity of official rates; and it isin keeping 
with the new monetary policy and the realism that underlies it. 

The greatest change that has come over the situation relates to dealings 
in forward exchange. From September, 1939, and the advent of exchange 
control, the Bank of England had held itself ready to provide forward exchange 
cover to traders for genuine commercial transactions at a forward rate margin 
equivalent to a price of I per cent. per annum. The forward rates were pegged 
at this level, on either side of the official buying and selling prices for spot 
transactions (e.g. the dealing rates in forward dollars for one month were 
+ c. below the official spot selling rate of $2.79 and } c. above the official spot 
buying rate of $2.80}). There they stayed irrespective of the swings of senti- 
ment, of the trend of actual business transacted, of the relative level of money 
rates in the money markets concerned. There was no response to the forces 
that normally determine the relationship between spot and forward rates. 
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This rigidity, justified as it was in the abnormal conditions of war and 
perhaps of the immediate post-war period, had recently become decidedly 
harmful. It gave positive encouragement to semi-speculative forward exchange 
operations, to a retardation or acceleration of the normal rhythm of inter- 
national payments that has become a major cause of fluctuations in gold and 
dollar reserves in recent years. The Bank of England began to find that at 
any particular time the vast bulk of its forward exchange business was one- 
way—according to whether sterling was under suspicion or was expected to 
be revalued. When, as recently, sterling was under pressure, every trader 
with foreign exchange commitments to meet in the future strove to cover 
them as quickly and as lavishly as possible. Conversely, when, as in the early 
months of 1951, there was talk of revaluing sterling, this kind of business came 
to a stop while every foreign importer with sterling payments to make in the 
future covered his exchange at the cheap rates offered by the Bank of England. 


FOREIGN EXCHANGES: SPOT 
OFFICIAL RATES CLOSING RATES 

Old New Dec. 17 Dec. 20 
U.S. §$ - -. 2.79§-2.80} 2.78-2.82 2.79§-2.80} 2.79-2.79} 
Canadian $ .. wa = = 2.85%-2.86} 2.85}-2.853 
French Fr. 979-981 972-988 973-977 972-974 
Swiss Fr. I2.23-12.26 I2.22-12.2 I2.23-12.26 12.22-12.2 
Belgian Fr. 139.90—-140.10 I39.90—-140.10 139.90-140.10 139-139} 
Dutch Guilder 10.63-10.65 10.56—-10.72 10.60-10.64 10. 56-10. 58 
Portuguese Esc. 80.35-80.65 80.35-80.65 80. 35-80.65 80.35-80.55 
Swedish Kr. I14.47-14.50 14.47-14.50 14.47-14.50 14.47-14.49 
Danish Kr. 19. 32-19. 36 19.32-19. 36 19.32-I19. 36 19. 32-19. 34 
Norwegian Kr. 19.98—20.02 19.98—20.02 19.98—20.02 19.98—20.00 

FORWARD RATES: ONE MONTH 
Last OFFICIAL CLOSING. RATES 
Dec. 17 Dec. 20 

US. $.. 1c. pm.—} c. dis. 13-1} c. pm 3-4 c. pm. 
Canadian $ - “ j-} c. pm. 4-1} c. pm 3-3 c. pm. 
French Fr... .* oe I pm.—1 dis. -— 4-8 dis. 
Swiss Fr. Ic. pm.—I c. dis. — 5-2 c. pm. 
Belgian Fr... I2 Cc. pm.—I2 c. dis. -= 1 f.—50 c. pm. 
Dutch Guilder Ic. pm.—I c. dis. — — 
Portuguese Esc. 8 c. pm.-8 c. dis. — — 
Swedish Kr. 14 6 pm.-1} 6 dis. — 5-2 6 pm. 


The Bank was therefore taking on its own shoulders whatever specuiative risk 
was involved in these one-way operations. Furthermore; it provided cover to 
traders on what was by any standard an inordinately small premium, and one 
that had become absurdly artificial since the increase in Bank rate and the 
attendant changes in credit conditions. 

All this has now been changed. From Monday, December 17, the Bank of 
England ceased to quote official rates for forward exchange. The provision of 
forward facilities then became solely the responsibility of the London foreign 
exchange market. The normal machinery of sterling exchange control, of 
course, still functions. The authorized banks have to exercise their discretion 
in testing the commercial bona fides of any forward exchange transaction they 
accept from their clients. But within the framework of control, a real free 
market in forward exchange is developing. The rates quoted reflect a truer 
appreciation of realities than the official rates previously quoted by the Bank 
of England. At the time of writing, the one-month dollar is quoted at ?-3 c. 
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premium. Authorized banks may, if they wish to do so, run open positions 
in forward exchange. They are not required to cover their open positions with 
the Bank of England, though they may do so by the appropriate spot transac- 
tions. If an authorized bank commits itself to deliver $10 millions to a client 
in three months’ time it may leave the position open, or cover it in the market 
by an appropriate forward purchase, or cover it spot by buying dollars from 
the Bank of England. 

The significance of this reopening of a free forward market will readily be 
appreciated. It brings back into play much of the sensitive, regulatory 
machine that has been inactive for the past twelve years. If sterling is under 
pressure and is heavily sold in the forward market, the discount to which it 
will fall will immediately help to deter further sales. That discount will, more- 
over, encourage sterling exports, since their foreign currency proceeds will be 
converted into sterling at the more favourable rates quoted in the forward 
market. Moreover, it will tend to bring into play, to some extent, the tradi- 
tional interest-rate arbitrage for such funds as are free to move within the 
exchange regulations; such dealings will not only promote the flexibility of 
the market but, in present circumstances, may tend to tighten the supply of 
money in the London short-loan market, and thus may conceivably reinforce 
the new monetary discipline at home. Thus is the flexibility of the price 
mechanism again coming into play. A further advantage of the reopening of 
a free forward exchange market is that it will encourage the functioning of 
the futures commodity markets. The Bank of England has done its best in 
the past to offer the forward facilities required by markets such as rubber, 
tin and coffee; but there can be no doubt that, in the setting of a free forward 
exchange market whose rates wil Jdovetail into the pattern of spot and forward 
commodity prices, there is greater promise for the development of the terminal 
produce markets and the reopening of those that are still closed. 

It is not only in forward dealings that the London foreign exchange market 
is reacquiring the art of dealing. The market has also been set free for spot 
transactions in the “ specified ’’* currencies as well as in Danish, Swedish and 
Norwegian kroner. The Bank of England continues to publish official buying 
and selling rates for these currencies and stands prepared to deal at these 
rates. But the spread between these rates has been appreciably widened and 
now ranges very close to the maximum of I per cent. on either side of parity 
permitted by the International Monetary Fund. Thus the U.S. dollar rate, 
which before December 17 was officially quoted by the Bank of England at 
$2.79§ to $2.80} is now quoted officially at $2.78 to $2.82. Within this 
generous margin (and the comparable margins for other currencies) the 
authorized banks are allowed to deal freely. The art of dealing is thus coming 
into its own again. A customer is once again able to compare the prices quoted 
by one bank and by another. The days of fixed rates, of uniformity of service, 
are over. The new flexibility, of course, operates only within the margins 
set by the Bank of England—but these are far wider margins than those that 
used to be set by the “ gold points ”’ in the great days of the foreign exchange 
market. All should gain from this change—customers and banks alike. 





* The specified currencies are: U.S. and Canadian dollars, currencies in the French, Dutch 
and Belgian monetary areas, Argentine and Uruguayan pesos, Lebanese and Syrian pounds, 
Brazilian cruzeiros, Portuguese escudos, Panamanian dollars, and Indo-Chinese piastres. 
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The new ordinance in the foreign exchange market implies far greater 
freedom for the authorized banks, though that freedom will still have to be 
reconciled with overriding supervision of their activities by the Bank of 
England, nor does it carry with it—for the present at least—any extension of 
the list of those authorized to deal. Authorized banks may carry open positions 
not only in forward exchange, as already noted, but also in spot currencies, 
though in all cases the size of these positions will have to be agreed with the 
Bank of England. Hitherto the Bank of England has provided exchange 
cover to the authorized banks for any working balances maintained by them 
in the normal course of their transactions. That cover is no longer available. 
Such positions as the banks see fit to maintain must either be covered by them 
in the market, or must be run at their own risks. Supervision of the market 
will also be exercised by scrutiny of the monthly returns of positions in the 
specified currencies and in the three Scandinavian currencies that the author- 
ized banks must furnish to the Bank of England. 

So far as the customer is concerned, exchange control is in no way affected 
by the new freedom given to the foreign exchange market. He will get the 
benefit of a return to more competitive conditions in the market. But he will 
still be called upon to surrender his specified currencies—the only difference 
being that in exchange for these currencies he should normally get something 
better than the Bank of England ’s official buying rate. 

For the London banks this reopening of the foreign exchange market will 
provide a test of adjustability—rather similar, in fact, to the effort that has 
been required of the money market with the reintroduction of a more flexible 
credit policy and rate structure. For some months past the London foreign 
exchange market has been able, in effect, to train for the ordeal by dealing 
freely in Canadian dollars (since the adoption of a flexible exchange rate by 
Canada in the autumn of 1950) and, on an even smaller scale, by the freedom 
of dealings in foreign bank notes. But these preliminary and introductory 
exercises had achieved little more than a little gentle flexing of the muscles. 
They have, however, served one very useful purpose in inducing four or five 
firms of foreign exchange brokers to re-enter the market. It will, however, 
' take the market some time to reacquire the habits of competition and of 
dealing skill. In some cases the apparatus of dealing had disappeared during 
twelve years of inanition. The switch-boards will have to be unearthed, the 
direct lines to brokers re-established. Even more difficult may be the re- 
discovery-of the full traditional dealing skill. Twelve years of “‘ spoon feeding ”’, 
of acting as agents, have brought about a certain atrophy of the qualities 
and attributes required of good dealers. They should, however, be quickly 
rediscovered. Some banks had seen sufficiently far ahead to take the task of 
re-education in hand some months ago. Certain merchant banking firms have 
never lost the skill, and the pace they are already setting will ensure that the 
rest, if they wish to remain in this hard but remunerative race, will not lag 
far behind. For the health of the market and of the City as a whole, the change 
is of the most salutary character. 

It should also be helpful to the prospects of sterling itself. Exchange 
control remains, and for the immediate future there seems to be little prospect 
of its alleviation or of any withdrawal from the discriminatory manner in 
which import licensing throughout the sterling area is operated. But the 
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reopening of the foreign exchange market is a step in the direction of freedom. 
It also falls logically into the setting of a more flexible use of credit policy. 
It takes its place in the general advance that is at long last being made in 
Britain towards greater reliance on the price mechanism as a means of keeping 
the economy in trim and in step with the rest of the world. As a symptom of 
this progress towards freedom and realism, the reopening of the foreign exchange 
market will not be lost on the prospects for sterling. 

The experiment starts with the considerable technical advantage provided 
by the “ short ” position in sterling throughout the world. There have been 
recurrent rumours either that sterling would again be devalued or that sterling 
would be allowed to go free. These rumours had been reflected in a substantial 
volume of semi-commercial, semi-speculative operations that must have 
cost the British gold and dollar reserve appreciable losses in the past three 
months. Those short positions must be covered—and the fact that they are 
being covered is strongly suggested by the experience of the forward markets 
since they were freed. Three months sterling in New York prior to the 
announcement was quoted at $2.72. The quotation at the time of writing 
has recovered to $2.763. Now that the covering will no longer be achieved 
“on the back’ of the Bank of England, it will make its full effect felt on 
the market and on the rate. Nothing succeeds like success, and the first 
chapter in the history of the reborn foreign exchange market is of happy 
augury for the future, not only of London as an international financial centre 
but of sterling itself. 





Agenda for Sterling Conference 


ITHIN a few days of the appearance of this issue of THE BANKER, high 
W atnancia officials of sterling area countries and of Canada will be 

meeting in London to discuss sterling area policy with particular 
reference to the need to economize dollars. After a comparatively short session 
of talks between senior officials, the Finance Ministers themselves will meet 
to take up the discussion and, perhaps, to reach concrete decisions of policy. 
This assembly of the sterling area family—with Canada looking on to give 
the dollar point of view—falls in a long sequence of such meetings, starting 
with that which followed the sterling convertibility crisis of August, 1947. 
Like most of these meetings, the one about to take place has been convened 
as a result of yet another balance of payments crisis. It is unfortunate that 
these major meetings should so often have occurred under the shadow of 
losses in reserves and that their dominant theme should have been the exhorta- 
tion to all members of the sterling area to cut dollar imports and for the 
Overseas members also to maintain the greatest restraint even in exercising 
their sterling purchasing power in buying from Britain. There have, it is true, 
been some happy exceptions to this rule in the regular meetings of sterling 
area Finance Ministers that have coincided with or immediately followed the 
annual meetings of governors of the International Monetary Fund and the 
International Bank. These regular discussions are becoming an integral part 
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of the policy-making machinery for the sterling area. The functional approach 
is here seen working in its most sympathetic setting. But on this new occasion 
the main concern of the meeting will again be to prepare another rescue opera- 
tion. The gold and dollar reserve of the sterling area has been ebbing away 
inordinately fast and some brutal action will be required to stop this seepage. 

It would, however, be wrong to interpret the present crisis as a repetition 
of that of 1949, when the yawning dollar gap was bridged by the crude expe- 
dient of a “‘ straight across the board ’”’ cut of 25 per cent. in dollar imports. 
The balance of payments difficulties in 1949 were dominated by the fact that, 
before its devaluation, sterling was considerably over-valued. That was one 
common factor that affected the position of each member of the sterling area. 
If only for this reason, it was possible to apply to the situation a more or less 
uniform remedy, of which one part was the cut in dollar imports and the 
other, no doubt much more potent, the devaluation of sterling, which was 
followed by all members except Pakistan. 

On this occasion the situation is much more subtle and complicated. 
Rearmament has begun to intrude into the balance of payments problems, 
but the nature of its impact has been far from uniform among the several 
members of the sterling area. Britain has taken the brunt of it and the other 
members of the area have, for the most part, been unaffected by its direct 
repercussions. The rise in commodity prices that followed the outbreak of 
hostilities in Korea has introduced yet another element of divergence in the 
experience of the sterling area countries in their payments with the rest of the 


world. The subsequent relapse in certain commodity prices has also been far 


from a general movement. The task of meeting the dollar balance of payments 
difficulties of the sterling area should, therefore, be tackled by a series of 
specialized remedies rather than by any single or uniform set of measures. 
The problem in each country will tend to present a special case. It will be 
difficult to reduce to common terms the causes of the dollar shortage that such 
parts of the area as Britain, Australia, South Africa and India may be 
experiencing. 

The only common denominator that can be applied to all these separate 
problems can be found in the fact that all will be greatly eased if every country 
does its duty in getting its own domestic economy into trim; if they can all 
do that, the balance of payments problems will tend to look after themselves. 
In this context, Britain will at last be entitled to talk with a note of leadership 
and with the authority that comes from achievement. The British representa- 
tives at the coming talks will be able to give some indication of the new tech- 
niques by which the burden in Britain is being taken off the over-loaded 
economy and will be able to say to their colleagues “‘ Go ye and do likewise ”’! 

The problem that has to be met in these discussions is also complicated 
by the fact that, until quite recently, Britain’s own balance of payments crisis 
arose from difficulties in relation not only to the dollar world but also to the 
rest of the sterling area. The factual information on this aspect of the position 
is unfortunately not available beyond June 30, 1951, the latest date covered by 
the available half-yearly White Papers on the balance of payments. The figures 
up to that date revealed an ominous increase in the banking liabilities owing 
by London to the rest of the sterling area. This movement has to be appraised 
against the background of trends in the preceding five years. The major 
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contributory factors throughout this period can be clearly seen from the 
following table (which carries a stage further and also re-presents in different 
form the first table in the article in THE BANKER twelve months ago*). 
These figures, derived from the series of balance of payments White Papers, 
will provide some of the basic documentation for the coming official talks. 
They must, however, be studied with the important reservation that the tale 
in the second half of 1951—which will not be fully told to the public until the 
next White Paper appears in a few months time—will be a very different one 
from that for the first half of the year. In those earlier six months the “ rest ”’ 
of the sterling area had a net surplus of £148 millions with the dollar world 
and, in addition, its sales of gold to the United Kingdom amounted to a further 
£41 millions. As against this, the United Kingdom’s current surp]us with the 
rest of the sterling area amounted to only £46 millions. On current account 


TABLE [I 


FACTORS IN GROWTH OF STERLING AREA BALANCES 
(£ millions) 








1950 1950 I95I 
1946 1947 1948 1949 1950 I Il I 
Overseas Sterling Area’s: 
Deficit with U.K. .. +43 - 89 — 197 — 273 — 218 — 83 — 135 — 40 
Deficit or surplus with 
$ area - -. —64 — 273 — 82 - 89 +154 +- 63 + QI +145 
Gold sales to U.K. .. +82 + 84 + 55 +. 68 +-100 +- 53 + 47 + 4I 
+61 — 278 — 224 — 294 + 36 +- 33 + 3 +143 
Net transfers from (+) 
or to (-) “third” 
countries 7. .. —27 - 69 +- 80 - 13 +190 -+ 402 +. 88 +121 
Balance of Govt. loan 
transactions with U.K.* —-—10 — I! + 17 + 97 +- 22 + 15 + 7 +. 6 
Net borrowing (+) from 
U.K., and miscellaneous 
transactions .. .. -—60 +229 +161 +199 +130 +- 67 + 63 + 98 
Change in Sterling 
Balances... .. —36 —-129 + 34 —- ir +378 +217 +161 +368 


* Also includes R.S.A. subscriptions to, and drafts on, I.M.F.; Australian and New Zealand 
gifts; E.R.P. receipts by Irish Republic. 


alone, therefore, the rest of the sterling area contributed £143 millions more 
to the sterling area pool than it took in net imports from the United Kingdom. 
This fact, together with exceptionally large outward capital movements, 
accounted for the rise of £368 millions in banking liabilities to sterling area 
countries in those six months. The upward swing in raw material prices 
benefited the rest of the sterling area in its trading relations not only with the 
dollar world, but also with the United Kingdom. It should be noted that 
wool, rubber, tin and jute—the prices of which were particularly buoyant in 
the first months of last year—normally account for no less than one-third 
of the sterling area’s dollar income. In Mach of last year, however, these 
commodity prices began to decline, and the reaction will have made itself 
particularly felt in the second half of 1951. Whilst the earnings of the rest of 
the sterling area fell during the second half of the year, their spending tended 











* *' Settling the Sterling Balances ’’, in the issue of January, 1951. 
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to increase. The spending habits formed in the producing countries as a result 
of the high wool, tin and rubber prices took some time to percolate into imports 
and, as usual, have been refiected in exceptionally high import figures by the 
rest of the sterling area from North America. The latest figures for such 
imports are those for the month of July, but even these and the trend they 
indicate are highly significant, as Table II shows. These figures reveal quite 
clearly the effect of the cuts in dollar imports decided on in the autumn of 
1949, then show the change in the situation and the manner in which dollar 
imports in 1951 began to overhaul those in 1950. The acceleration of this 
trend, revealed by the figures for July, will unquestionably have continued 
over the remainder of the year. 

It can also be assumed that the current surplus of the United Kingdom 
with the rest of the sterling area will have increased somewhat in the second 
half of 1951. In October the United Kingdom was still running an “ overall ”’ 
deficit on its balance of payments at the rate of some £700 millions a year, 
but the overseas trade figures for November, when corrected for invisibles, 
suggest that this rate of deficit had been greatly reduced in that month, that 
it was then running at much less than froo millions, and that for the year 
1951 the balance of payments of the United Kingdom is likely to show a total 
deficit of rather under £400 millions, a figure that until recently had been 
widely regarded as a very optimistic minimum. 

TABLE II 
IMPORTS BY OVERSEAS STERLING AREA FROM NORTH AMERICA * 
(U.S. $ millions, monthly averages) 


Increase or Decrease 
over a year earlier 


1950: 3rd Quarter 7 és - én — 41.9 
4th - 7 ~— ys — — 14.2 
I95I : Ist “ sa — ‘i + 13.7 
2nd - a ea ae sa + 31.8 
July - in + O1.1 


* These figures are calculated from export values recorded in the U.S. 
and Canadian trade returns. 

The policy of the British Government to cut overseas expenditure by 
£350 millions in a year remains in being. ‘These cuts, together with the con- 
tinuing improvement in the terms of trade as export prices slowly overhaul 
the long lead gained by import prices in 1950 and early 1951, should ensure 
that the prospective balance of payments for 1952 will prove very much 
better than the estimate of a deficit of £500 to {600 millions—before the cuts 
—made by Mr. Butler in his first speech as Chancellor of the Exchequer. One 
fact that remains, and of which much will be made in the coming sterling area 
discussions, is that the volume of imports into Britain has continued to rise, 
as will be seen from Table III, showing the volume of overseas trade since 1949. 
The balance of payments difficulties of Britain cannot be wholly attributed, 


as they so often are, to the “ unplanned and unfair ”’ rise in world prices. This | 
rise in prices has undoubtedly been the major contributory factor in inflating | 


the cost of imports, but it has been supplemented by a rise in the volume of | 


imports. 

In facing up to the problem of eliminating the dollar gap of the sterling 
area, the countries whose representatives will be meeting in a few days’ time 
will have to recognize the unpleasant fact that dollar imports have already 
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been cut to the very bone of essentiality and that further economies in them, 
if they are to yield any worthwhile saving, will involve real suffering, going so 
far as a possible return to bread rationing in the United Kingdom. The 
strain on reserves will have been made more difficult still by Britain’s decision 
—wise though it was—to pay in full the interest and capital instalment due 
on the United States and Canadian loans; these payments will involve a dip 
equivalent to about £63 millions into the gold and dollar reserve. The con- 
tinuing deadlock in the Anglo-Persian oil dispute is also imposing considerable 
losses upon the balance of payments of the United Kingdom as well as the 
dollar balance of the whole sterling area. 

On the other hand, the gold and dollar position will be improved by the 
import cuts already ordained by the United Kingdom. These will largely fall 
on the trade with European countries. The European. Payments Union has 
been one of the channels through which gold has been lost on an appreciable 
scale during recent months. When the cuts that were recently decided upon 
have had a chance of making themselves felt, this particular drain, which cost 
no less than £20 millions in November alone, should cease. The position 
should also be eased by a resumption of American buying of certain com- 
modities, notably tin, the stockpiling of which was arrested a few months ago on 


TABLE III 
TREND OF BRITAIN’S TRADE BY VOLUME 
(Monthly average, 1947 = 100) 
Import I-xport 
Volume Index Volume Index * 
1949 .. Vs wa ‘% ee “a wa 113 140 
1950 ‘a a *a ee wi a 114 162 
1951 Ist Quarter av oe os - 120 160 
2nd - xa 7 oT “a 133 173 
3rd ‘i oe nt on 139 165 
October .. “ 142 175 


* Not including re-exports. 


c 


the argument that the United States was being “ gouged”’ by the sellers. 
Obviously, the only really satisfactory way of closing the gap will be to increase 
the volume of exports and to gain the maximum prices for them that the traffic 
will bear. On this score the record of the United Kingdom in recent years is 
praiseworthy—as the figures in Table III show; but it will be extremely difficult 
to maintain that steady progression when rearmament gets fully into its stride. 

Finally, the position may be eased, and the problem before the sterling area 
ministers correspondingly minimized, by civilian aid from the United States. 
By the time the sterling area talks open, Mr. Churchill and Mr. Eden will 
have returned from their visit to Washington, perhaps bearing gifts with 
them. The prospect for such assistance has undoubtedly been improved by 
the Government’s decision to pay in full on the United States and Canadian 
loans without having recourse to the waiver clause. But it is not on the hope 
of such assistance that the basic problem before the sterling countries will 
have to be tackled. It should be attacked on the assumption that there will 
be no aid. Fortunately, it can be attacked in the knowledge that a start has 
been made in squeezing the inflationary gas out of the British economy. If 
the whole sterling area can be seized by a spirit of emulation in this policy, 
the latest dollar battle of the sterling area will be more than half won. 
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Industry and the City 
By Harry N orris 


N recent years many economists, accountants and company chairmen have, 
] irom their separate standpoints, pointed out the effects of high taxation in 

restricting industrial activity and capital replenishment and have emphasized 
how greatly these effects are aggravated by the inadequacy of existing depre- 
ciation allowances in a period of rising prices. Important as this is to the 
individual firm it is by no means the only disturbing feature of the situation. 
The combination of taxation, historical-cost depreciation, dividend limitation 
and capital control threatens to lead eventually to the complete atrophy of the 
established system of providing finance for British industry and commerce. 

The world evolves, and the economic aspect of it changes as rapidly as any; 
one might resign oneself to change from one set of conditions to another if the 
new appeared workable, however distastefully novel. But, financially speaking, 
we are evolving into a void. The means of capital provision on an adequate 
scale in, say, ten to twenty years just cannot be imagined. The traditional 
system is being steadily destroyed, and no new system is in sight. 

A moderate amount of woe has been prophesied for some time by those, like 
myself, who believe that the depreciation-replacement cost question is one of the 
vital problems of the day, however academic it may seem 1n comparison with 
the elaborate machinery involved in getting one subsidized egg to every in- 
habitant every week. The national economy survives however. For few 
businesses has finance yet seemed to be the limiting factor upon development 
and efficiency. There are two main reasons why the strains upon the capital 
market have not so far put comparable strains upon the “ real ”’ structure of 
business, as distinct from the structure of its finances : 


(a) A large proportion of profits has been retained by many companies, 
partly because of official pressure or exhortation, and 


(6) the habit of borrowing short has developed on a scale that flouts 
everything that has ever been said or written on the principles 
of financial administration. 


This borrowing short is of the utmost significance in the structure of industrial 
finance; its implications deserve much closer scrutiny than they have generally 
received so far. 


SHORT-TERM FINANCE AND ITS DANGERS 


The upward movement in interest rates and the fall in values of the longer- 
dated issues on the one hand, and the pressures upon the equity markets on the 
other hand, caused a concentration of borrowers upon a short-term market that 
was underpinned by the twin policies of pegged money rates and lax monetary 
control. Even without these special inducements, short-term borrowings 
would have been encouraged by the costliness or impossibility of finance by 
normal means. These borrowings have therefore eccurred on a scale that 
would once have been impossible. In consequence, the gearing of the capital of 
many companies—the ratio of fixed-interest capital to the equity—is far 
higher than was formerly considered reasonable. Against this is the fact that 
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the continued rise in prices has reduced the effective burden of debt, so that the 
worth of the net equity has increased in real terms and not merely in the en- 
hanced money equivalent. This, of course, is true only of the successful com- 
panies that continue to add to their money earnings. In the long run, one of 
two things must happen; if the price level ceases to climb so alarmingly, some 
companies will find themselves too highly geared; alternatively, if the price 
rise continues, Jenders must eventually tire of merely maintaining money 
capital and search for means of employing funds that will maintain the real 
value of their capital. There is no reason why those having control of funds 
should continue to be mesmerized by receiving 44 per cent. per annum into 
ignoring the Io per cent. or so per annum fall in their purchasing power. 

Many of these short-term issues have been made to repay bank borrowings. 
These, however, are in themselves an important element—conceivably a more 
important element—in the finance of the gap caused by nising replacement 
costs and inadequate tax allowances. Some businesses, unable or unwilling to 
seek permanent additions to their capital in the prevailing market circum- 
stances, have regarded bank finance as a better choice than short-term market 
issues; others have been driven to the short-term market when the ratio of 
their advances to other resources went beyond the point their bankers deemed 
reasonable; yet a third group has had no choice at all, and has relied on bank 
finance willy-nilly. The figures recently published by the British Bankers’ 
Association relating to a sample of over 1,500 small to medium-sized companies 
are of considerable interest in this context.* These showed that between 1946 
and 1950 bank overdrafts within the group increased from {£14 millions to 
£30.6 millions, while stocks rose from £44.9 millions to {90.6 millions. The 
ratio of overdrafts to stock thus rose from 31.2 per cent. to 33.8 per cent., and 
the percentage of overdrafts to turnover rose from 4.9 per cent. to 6.5 per cent. 

It is particularly important to note that, simultaneously, holdings of cash 
and marketable securities within the group declined even in money terms, being 
£18.7 millions in 1946 and only {14.1 millions in 1950. The doubling of the 
stock figure (which to a considerable extent reflects increased prices and only 
partly consists of additional stock) was financed as follows :— 

£ millions 


Additional capital 7 a - - i - - 8 
Undistributed profits - = - - oi - Bis 25 
Bank borrowings a on 7 ia 16.5 
Running down cash and security holdings J i ‘a oii 4.5 
54 


The amount of retained profits in relation to 1946 capital and reserves of £81 
millions is quite remarkable; but, as the Association pointed out, much of this 
profit was only apparent, being a reflection of the margin cn depreciation and 
stock consumed as recorded at historic figures. When one considers that re- 
placement of capital equipment and rebuilding is still affected by delays due to 
shortages and controls, the true deterioration in the liquid position is even 
greater than at first sight appears. If this deferred work could be carried out, 
the inroad into industry’s liquid funds would be very substantial. 
Another measure of the increased reliance upon bank finance is provided by 
the comparison of aggregate bank advances for the clearing banks with the 





* The bankers’ memorandum to the Royal Commission on Taxation, in which the results 
of this Survey were set out, was reproduced in full in THE BANKER for August last.—Eb. 
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aggregate of the country’s economic activity as indicated by the National 
Income. In 1946, advances were £887 millions and in 1950 they had approached 
twice that amount at £1,606 millions. National Income, however, rose only by 
one third, from {9,021 millions in 1946 to £11,970 millions in 1950 (London and 
Cambridge Economic Service). In broad terms, the rise in National Income 
(very largely a reflection of the rise in prices) can be regarded as accounting for 
one-third of the rise in advances, so that the rest of their increase was required 
to meet the increased needs of industry and commerce resulting from other 
causes. Quite apart from the spreading stringency that may now result from 
the new monetary policy, there are obvious limits to the expansion of bank 
finance at such a rate. 

Some further corroboration of the tendencies disclosed by the Bankers’ 
Association’s figures has lately been provided in an interesting “ case study ” 
by the Federation of British Industries. In its pamphlet on “ The Effects of 
Inflation on Industrial Capital Resources ”’ the Federation presents the results 
of a survey of eighty concerns. Though this is a small number as compared 
with that surveyed by the Bankers’ Association, the sample itself is much 
bigger, since it covered businesses that together employed over 600,000 people 
in 1949. In effect, the F.B.I. survey relates to “ big ”’ business, and the 
bankers’ to small and medium business. 

In the F.B.I. sample, aggregate stocks were nearly doubled in money terms 
between 1945 and 1949; they rose from £183 millions to £331 millions. 
Buildings, plant and machinery rose from £112 millions to £197 millions. This 
apparent increase in investment by £233 millions was financed in the following 
way: 





# millions 
Additional capital ia ‘is és es ks + an 40 
Undistributed profits ” ui ai 4 + is 114 
Borrowings : Short-term ‘a oa wa ea in - 30 
Long-term Ka - wa es 2 15 
Running down cash and cash assets - ws ve ‘in 45 
244 


How the additional capital item is divided between new money and bonus 
issues on capitalization of reserves is not known. 

The pattern of this finance is very similar to that shown by the Bankers’ 
Association figures. The fact that certain large concerns had relatively (as 
well as absolutely) larger liquid resources at the outset than those of the 
“small ”’ group explains their relatively smaller resort to bank finance, but 
their cash and cash assets dropped from £140 millions to £95 millions, although 
their sales turnover rose by nearly 60 per cent. 

The F.B.I. has fortunately taken this whole problem a step further than 
the disclosed balance sheet position of these concerns. An attempt has been 
made to restate the assets at the successive dates in terms of a constant price 
level. It is not necessary to reproduce the figures here; and in any case, this 
particular matter is dealt with in comparison with a pre-war year, 1938. But 
what is true of this comparison is clearly true also for the 1945 to 1949 relation- 
ship, namely, that the increase in money amounts of assets largely reflects the 
rise in prices; only a small part represents an addition to physical resources. 
This group of companies in fact had no true surplus of retained profits at all in 
the four post-war years; the £114 millions apparently available was almost 
entirely locked up in replacing assets at higher prices. 











34 THE BANKER 





Despite this substantial figure of apparent “‘ savings ’’, resort to borrowing 
was necessary on a substantial scale. The figures are very revealing: 


Long-term Short-term 
Outstanding Borrowings : £ mn. £ mn. 
1938 - - rv fs wa i 25 6 
1945 -- ne - “4 ei - 25 21 
1949... i “a “et ee gt 40 51 


The F.B.I. view that the conclusions to be drawn from the figures are “ dis- 
turbing ”’ is certainly unassailable. 

The present Government policy of raising short-term interest rates and 
tightening credit (and of allowing the stock markets to take the full weight 
of the repercussions) is undoubtedly right; but it is likely to reveal, much 
sooner than many people might have expected, just how vulnerable industry’s 
financial structure has become in consequence of its plunge into short-term 
borrowings. Moreover—for some time at least—it must make it still more 
difficult for businesses to extricate themselves from their undue entanglement 
in short-term finance. In the capital market, the effect of the new monetary 
policy, working amid alJl the constraints and perils of the day, is grave indeed. 
The failures of the Lever and Ship Canal issues can be borne on the broad 
shoulders of the City, but the present discouragement to commit money for 
long terms at ruling interest rates makes short-term borrowing even less 
avoidable. Furthermore, the imposition of E.P.T. in whatever form cannot 
do otherwise than discourage equity investment. 

The one corrective of the present-day tendency towards borrowing short is 
the ability of the successful public company to issue ordinary shares on bonus ° 
terms. Any company whose shares are quoted well above par can practically 
‘‘ force ’’ an issue in that if it offers them to existing shareholders at a somewhat 
lower price they must inevitably be taken up. If past dividends have been 
well covered by earnings, the new issue may be covered in dividend by profits 
even at the old rate. This means that it is often not important to demonstrate 
that the new capital will produce earnings sufficient to justify its issue. There is 
nothing fundamentally wrong with “ rights ”’ issues, but they are not one of 
the more inspiring features of the capital market. 

New enterprise can nowadays scarcely ever, perhaps never, be financed by 
the old-fashioned method of flotation. The financial world is a duller place 
since the era of prospectuses for new companies launching new products passed 
away. The spurious side of this process unfortunately produced some caution 
on the part of the investor. Hope springs eternal in the human breast, and the 
inherent popularity of a gamble might have facilitated the launching of such 
enterprises from time to time, but taxation and the threat of dividend limitation 
have thwarted this possibility. 

All this makes it extremely difficult, perhaps impossible, for new technical 
development to be carried through by new companies floated for the specific 
purpose. Revolutionary changes can generally be effected only by existing | 
concerns, and then principally only by the successful concerns whose credit is | 
good or whose existing resources are great. In many cases, this may be | 
entirely satisfactory; but the danger does exist that some new invention may | 
be stifled by the fear of established concerns that it will involve them in loss, | 
If, for example, a recording company should obtain knowledge of a new electrical | 
system that would render obsolete much of its existing stock and equipment, | 
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the management may hesitate to embark on its development. This is an old 
question on which much fantastic rumour has been built, and I have no inten- 
tion of pursuing individual examples here. Nevertheless, the conservative 
tendency of established concerns is a factor that must affect any decision 
dependent on a balancing of various pros and cons. Television was boosted 
by some commercially unsound concerns, which foundered because they were 
not equipped, financially or administratively, to meet the great problems of 
transition from laboratory to commercial production. But who can say 
whether the present stage of development would have been reached by the 
already established radio manufacturers without the impetus that some 
unfortunate technicians provided ? Probably no one ever again will be able 
to launch a new project starting, financially-speaking, from scratch. Despite 
the risks and failures and heartaches that this process has involved in the past, 
the disappearance of the possibility is a sad thing and a retrograde step so far 
as the country’s economic structure is concerned. 

Meanwhile, nothing breeds success like success. Established companies 
earning adequate profits can raise money because they are the only outlet for 
equity capital. If they choose to borrow on short term, they can actually do 
so the more easily because of the lack of confidence in long-dated stocks, for 
this renders an unsecured note issue attractive if the dating is short enough. 

An example of the emphasis on respectability is the provision in the Com- 
panies Act, 1948, that a prospectus must set out profits for the five preceding 
years as against the three years previously required. I do not say this is a bad 
requirement, but the emphasis on past achievement is reinforced. Rarely does 
a prospectus contain a view on what profits are expected to arise from addi- 
tional funds. The opinion expressed is usually that the next accounts will 
show a profit not less than last year’s. It is a pity that companies do not now 
have to justify the raising of capital in terms of expected returns. The reaction 
against the large-scale confidence trickster has taken the spirit out of the capital 
market. Almost hundred per cent. respectability was not worth gaining for the 
sacrifice of vigour involved. 


Bic BUSINESS PENSIONS ITS SHAREHOLDERS 


One consequence of the preferential position occupied by the profitable 
established company is-that it has become easy to induce dividend restraint; 
indeed, it is not respectable to distribute profits in fuH. There is a natural 
tendency to hoard beyond the limits of necessity. Quite apart from the pres- 
sures generated in this direction in recent years, the separation of ownership 
irom management has produced a tendency for shareholders to be paid divi- 
dends that are kept down in relation to rising profits. This would have been the 
case quite apart from the need to retain funds to finance replacements and 
even without governmental persuasion or threat. There is no black and white 
about this politically. Whatever has been said—and much has—about divi- 
dend limitation, its “‘ imposition ’”’ in the tripartite T.U.C.-Chancellor-F.B.1. 
pact was not invariably unwelcome to directors. It is not necessary to believe 
in Burnham’s managerial revolution to appreciate that the increase in non- 
shareholding directorates has been a significant step in economic evolution. 
This process is being hurried on by the elimination of compensation to share- 
holders in extra dividends on some holdings for the losses suffered on others. 

Those engaged in the day-to-day operations of a large business may s.ip all 
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too readily, even “ naturally ’’, into an attitude of relative indifference to the 
shareholders. The principal contact is only an annual one, and experience 
shows that, so long as dividends are not reduced, the annual general meeting is 
rarely more than a dull legal formality. This is often the case even if profits are 
available to enable dividends to be doubled or more. From the inside, share- 
holders look like outsiders. If a company is paying them say Io per cent. on 
their original investment, it is easy to regard this as enough even if 25 per cent. 
could be paid. But those same shareholders may have lost 100 per cent. on 
their investment in other concerns; it does happen. There is a ceiling but no 
floor. The number of instances of 100 per cent. loss is small these days. Let us 
hope it remains so ; but if these cases increase again (as they may do if the 
new Government pushes disinflation as far as it ought to go), the equity market 
will suffer another blow unless there is a general thaw in dividends. 

Rising prices have brought percentage rates of return on capital that seem 
high to untutored or prejudiced eyes. This has made the bonus issue popular— 
and unpopular, according to one’s point of view. The expression of dividends in 
percentages is merely for convenience of calculation. No financial expert would 
dream of attaching any importance to a percentage rate without seeing the 
accounts and examining the financial situation of a company. I have never 
been convinced of the validity of the constant plea that issued share capital 
should be adjusted to reflect the true capital invested in the business. To 
keep the nominal value chasing real values would be impossible and, in any 
case, adjustment (by so-called bonus issues) may appear as a half-admission of 
truth in the attacks on high dividends made from various cuarters from time 
to time. I cannot imagine why boards of directors do not declare ordinary 
dividends as so many shillings and pence per stock unit and thus eliminate 
the bandying around of misleading percentages. 

What is needed is a realization that a limited company is a large partnership. 
The funds are a common pool belonging to all the shareholders. It is, therefore, 
not the business of any third party what happens to surplus funds ; if they are 
passed over to shareholders, that is a domestic matter. Unfortunately, we have 
moved far from this simple (and incidentally historically original) notion—so 
far that a tax is now charged on surplus funds passed from the pool to the 
individuals (i.e., the distribution element of the Profits Tax). In this article 
I am not concerned to deal with the justification of high profits. Whether or 
not prices should be controlled is another matter, but my point is that profits, 
once earned, are, or should be, the shareholders’ and the company’s in whatever 
proportions it is decided to divide them. This should be a domestic decision, 
but it has not been. Perhaps the board room has taken too much notice of 


what people will think and what Governments said they might do. The line | 


between healthy compromise and weakness is hard to define. 

It would be going too far to say that the various influences and tendencies 
examined in this article will lead our economic life into chaos. The probability 
is that the opposite will occur—in the sense that every development will be 


in the hands of existing large companies. This may mean that less new tech- | 
nical development will take place. It must mean a loss of vigour and of capacity | 
for flexible adaptation. The road to economic damnation is so respectably | 
surfaced that we shall find it hard to avoid. Damnation may be worse than 


chaotic, it may be dull. 
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Hire- Purchase under Scrutiny 
By A Special Correspondent 


Issues Committee and the banks to ensure that finance is made available 

only for the most essential purposes, have focused attention upon the 
growth in recent years of facilities for hire-purchase. Inevitably, there have 
been suggestions that the drive against inflation should include new direct 
action to extend and tighten the control over this form of trading. The 
question whether such action is desirable raises some wide issues of principle 
that lie beyond the scope of this article; but, even apart from these considera- 
tions, a fair judgment cannot be formed without a more complete assessment 
of the facts than most members of the public can readily make for themselves. 
The object of this article is to sift such information as can be gleaned about 
hire-purchase finance from various sources and then to indicate some of the 
principal considerations bearing upon the problem of control. 

Even the fact-finding task is not an easy one, because in Britain, unlike 
the United States, there is no comprehensive collection of statistics of hire- 
purchase transactions, and such information as is available about hire-purchase 
finance is partial and scattered. Even the scope of hire-purchase is not easy 
to define, because its ramifications cover a fairly wide field. For example, the 
activities of the building societies are in one sense part of the hire-purchase 
system in this country; though, in practical terms, the problems of the relation- 
ship of the building societies to the new monetary policy are so distinctive as 
to put them quite clearly outside the range of the present enquiry. Within 
the range, however, there is an important distinction to be drawn between 
capital and consumer goods. Many popular discussions of hire-purchase are 
obviously related only to the retailing of consumer goods; from an economic 
point of view, however, the special arrangements for the payment for capital 
goods are perhaps of greater significance. It is the more regrettable that the 
distribution of existing credit facilities between the two types of goods can 
only be a matter of uninspired guess-work. 

One further distinction may be drawn. Frequently, the terms “ Hire- 
Purchase ’’ and “ Credit Sale”’ are taken to be synonymous, but in law the 
two transactions have important points of difference. In a credit sale (perhaps 
more exactly described as an “instalment ”’ sale) the property in the goods 
passes immediately although payment is to be made by instalments. Even 
in the event of default, the vendor cannot in any circumstances sue for the 
return of the goods; he can sue only for the unpaid debt, the whole of 
which becomes due should non-payment of a single instalment occur. In a 
hire-purchase agreement, however, the property in the goods remains with the 
owner until such time as the full amount is paid and the hirer exercises his 
right to purchase the goods. Until then the goods are on hire (subject to 
certain rights of recovery granted to the owner if instalments are not forth- 
coming) and the hirer may at any time terminate the agreement by returning 
the goods. From the economic point of view, of course, this legal distinction 
is not of major importance, and the term hire- -purchase can reasonably be 
used to embrace both types. 


T HE new monetary policy, and especially the latest directive to the Capital 
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THE GROWTH OF HIRE-PURCHASE FACILITIES 


Despite the absence of comprehensive figures, and despite the impossibility 
of accurately segregating capital goods from consumer goods, there is no doubt 
that the total money value of hire-purchase sales has been rising in the last 
two or three years, and in some definitely measurable categories the increase 
has been spectacular.* For example, one very large undertaking specializing 
in furniture retailing shows in its latest accounts an increase in hire-purchase 
debtors over two years from {16 millions to £28 millions; another concern 
engaged in retailing household appliances and radio sets reports an increase of 
such debtors in a similar period from £225,000 to £542,000; the figures for 
a company engaged in the same trade have risen in one year from £312,000 to 
£637,000. Many other examples could be quoted to demonstrate that, in the 
furniture, cycle, radio and household appliances trades especially, the value 
of the hire-purchase business has increased by anything from 50 per cent. to 
100 per cent. within a period covering the past two years. 

The hire-purchase trading activities of the British Electricity Authority 
and the Gas Council have been the subject of comment both in and outside 
Parliament. The large expansion of their hire-purchase sales, and the big 
proportion that they now represent of their total sales, are clearly shown by 
the following figures from their published accounts: 


Hire-Purchase Percentage of 
Sales Total Sales 
£ 

( 1948-49 1,654,918 10.2 

British Electricity Authority < 1949-50 5,152,941 24.8 
| 1950-51 9,072,435 30.7 

The Gas Council—11 months to March, 1950 8,346,229 49.1 
12 months to March, 1951 14,573,104 62.6 


When such aggressive selling of appliances on “easy ’”’ terms is combined 
with urgent appeals for fuel economy, not to mention general economy, it is 
hardly surprising that there have been widespread demands for direct restraint 
of these particular facilities. 

To attempt to extend these comparisons into the field of capital goods 
finance is to run the risk of ignoring every canon of the honest statistician; but, 
faute de mieux, some indication of the trend may be gleaned from the latest 
available figures of a sample group of nine finance companies. The value of the 
hire-purchase agreements held by these companies rose from £27.5 millions to 
£30.5 millions between 1949 and 1950—an increase of II per cent. Only two of 
the companies concerned have published their 1951 accounts; their aggregate 
figures show a Ig per cent. increase for 1950-51 compared with a 17 per cent. 
increase for the previous year. These figures, however, are an uncertain guide 
to the volume of capital goods finance, for, while it may be reasonable to assume 
that the bulk of the business involved is for this purpose, there is almost cer- 





tainly a considerable proportion that is not. All that one can safely say is that | 
the trend for capital goods is hardly likely to be pulling in the opposite direction | 


from that for consumer goods; it is doubtless still rising, although at a slower | 


rate than that of consumer finance. 


In construing the figures, some allowance has, of course, to be made for . 
higher prices, although the sharp rise in the interim index of retail prices during | 





* Trends during the war and early post-war years, and the system of control then, were dis- | 


cussed in detail in an article in THE BANKER for February, 1948.—Eb. 
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1951 is probably not reflected to any great extent in these particular figures. 
In the period 1948-50 price increases were not very marked and should not 
have been a contributory cause of a rise of more than about 5 per cent. in the 
value of retail hire-purchase trade for each of those years. 

Sketchy as this information perforce is—especially when contrasted with the 
vast range of statistics available in the United States and, to a less extent, in 
Canada—it clearly confirms the impression that hire-purchase business is 
expanding rapidly at present. Whether it has reached or exceeded its pre-war 
extent is another question and one on which it is extremely difficult to offer any 
evidence. Some would say that the shops have never before made so many 
goods available on this basis, but those with longer memories may recall the 
pre-war days, particularly before the provisions of the Hire-Purchase Act, 
1938, came into force, when similar conditions prevailed. Comparisons with 
pre-war conditions are, however, quite irrelevant to the present problem. The 
question whether special steps should now be taken to curtail hire-purchase 
facilities does not revive the faded controversies about their “‘ social’ merits 
or de-merits; it is concerned solely with the need to restrain demand—espe- 
cially, but not only, consumer demand—at a time of crisis of inflation and 
overfull employment. This issue does not arise at all in a period of quiet trading 
conditions and unemployment such as obtained before the war. 

The problem of specific control, as distinct from restraint exerted through 
the general pressure of orthodox monetary policy, can be approached in two 
ways. One method is to impose minimum conditions, possibly variable from 
time to time as under the American system, upon the form of the hire-purchase 
contracts themselves; the other is to curtail the finance available for hire- 
purchase traders. 


CONTROL OF FINANCIAL FACILITIES 


It is axiomatic that, unless the finance is provided from the existing capital 
and accruing undistributed profits of one or more of the concerns in the 
business chain from factory to consumer, it has to be found by outside borrow- 
ings of one kind or another. Before such borrowing takes place there may be 
many intervening transactions in the chain, commencing with the granting of 
credit by the retailer to the buyer, followed by the extending of credit to the 
retailer by the wholesaler and so on until the last lender in the chain is obliged 
—if the total of outstanding facilities is to expand—to raise more capital from 
the public or to borrow from the banks (either directly or by utilizing acceptance 
facilities). At varying stages in the process, too, other agencies may, and 
usually do, intervene. The retailer may, if he is large enough, form—or join 
with others in forming—a separate finance company; it is commonly thought 
that some hundreds of small private companies of this type have been created 
since the war. Wholesalers and manufacturers may do the same; or they may 
link up with one of the larger finance houses to form a separate company to 
handle the hire-purchase marketing of their products. Then there are the 
finance companies themselves—some of them very large concerns, many quite 
small—who specialize in hire-purchase facilities for industrial equipment 
and who also do a fair business in finance for consumer goods. 

The connection between bank loans and hire-purchase is most clearly seen 
in the case of the finance companies. Of the nine companies mentioned earlier 
in this article, five showed, at the dates of their accounts, substantial bank 
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overdrafts, equivalent to no less than 69 per cent., 65 per cent., 63 per cent., 
604 per cent. and 59 per cent., respectively, of the total of the hire-purchase 
agreements financed. Others either borrow from other sources or issue loan 
capital—if and when such issues are permitted by the Capital Issues Com- 
mittee—and at the same time run modest overdrafts at their bankers. There 
is, moreover, another link between bank loans and hire-purchase finance, 
although it would be quite impossible to say how close it is or how much 
finance flows through it. Some part of what appear to be normal commercial 
advances may be—indeed, certainly is—used ultimately to finance hire- 
purchase sales. 

For some time past the method of trying to regulate hire-purchase by seek- 
ing to limit the available finance has, in fact, been employed by the Treasury— 
despite its apparent indifference to the expansion of facilities granted by the 
nationalized gas and electricity industries, both of which have, of course, been 
very large borrowers, both from the market and from the banks. So far as 
finance through the market and through private channels is concerned, hire- 
purchase trading is under no greater disadvantage than other enterprises, 
provided the requirements of any one borrower do not exceed £50,000 a year. 
Above £50,000 in any period of twelve months the consent of the Capital 
Issues Committee 1s required; then certain special conditions have to be ful- 
filled and a stringent test is now applied to ensure that the additional funds are 
needed only to finance vitally necessary productive goods. 

With bank advances, however, the position is different, for as long ago as 
the beginning of 1947 the banks were informed that it was the Treasury’s wish 
that no additional financial facilities should be provided for hire-purchase trade 
as a whole, especially for consumer goods. This request has been reaffirmed 
several times: Mr. Butler’s letter to the banks last month said that “ finance for 
hire-purchase should be limited ’’. And this is where the matter stands at 
present—on the one hand, capital issue control for sums in excess of £50,000 
and, on the other hand, a “ selective ’’ control exercised by the banks—over 
additional finance by advances known to be for hire-purchase. 


CONTROL OF HIRE-PURCHASE CONTRACTS 
The second method of direct control, that of regulating contracts, has also 
been employed to some extent. The legal restraints on hire-purchase trading 
are to be found in the Hire-Purchase Act, 1938, and The Hire-Purchase and 
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Credit Sale Agreements (Maximum Prices and Charges) Order, 1950 (S.I. 
1950, No. 39) asamended. The provisions of the Act, however, are not relevant 
to the present problem; their object is to prevent abuse of hire-purchase by 
sellers of goods, not to restrain the credit facilities afforded.* The only 
restraint of this kind that has operated in recent years has been ancillary to 
price control—because, unless special legal provision were made, the offer 
of hire-purchase facilities involving credit charges in addition to the maximum 
legal price for the goods would infringe the price control and therefore be 
illegal. The above Order therefore relates only to price-controlled goods— 
with certain important exceptions—and to two other categories, non-utility 
domestic furniture and non-utility bedding. The exceptions are: sewing 
machines, dictaphones, calculating machines, typewriters and other office 
machinery, including cash registers. 

The special restrictions imposed upon the hire-purchase of the goods thus 
controlled are important; they require a minimum deposit (not less than 
12} per cent. of the cash price of the goods), and regulate the duration of the 
agreement (not Jess than nine months or more than two years). These restric- 
tions, which somewhat resemble those operated in the United States under 
“ Regulation W ”’, are in principle of the right kind to restrain hire-purchase 
facilities by direct action. But it may be noted that some of the restrictions 
—notably the limitation of service charges—work in precisely the opposite 
direction, because they are designed to protect the consumer. 

Very little evidence is available to indicate the effectiveness of these 
controls. But one explanation needs to be given. The fact that price-controlled 
goods may often be seen offered on hire-purchase terms that apparently conflict 
with these requirements does not of itself mean that the Order is being infringed. 
In all probability, such goods are being sold on hire-purchase at, or even below, 
their retail cash price; if this is the case, the provisions of the control relating 
to deposits, length of hire, etc., do not apply. According to the present prin- 
ciples of the control, if the objective of price-control is achieved, there is 
no need to regulate the hire-purchase finance afforded. In many instances, 
it may be noted, the offer of hire-purchase facilities on these apparently 
attractive terms may be a cheaper method for the trader of boosting sales of 
goods that have hung fire than the more customary method of “ bargain ”’ 
cash sales. The extent to which the existing controls may be by-passed in this 
way therefore depends upon the degree of slack in the consumer goods trades. 


ARE FURTHER CONTROLS DESIRABLE ? 

Obviously, the two existing systems of control—the financial and the 
contractual—have not sufficed to prevent the growth of hire-purchase facilities. 
If further specific measures are deemed necessary, it would probably be un- 
desirable, for the present at least, to take further direct action in the sphere 
of finance. It remains to be seen how the Capital Issues Committee will 
interpret its new instructions, but it is most unlikely that the Committee will 
look sympathetically upon applications for issues in this field, even if the finance 
is required for capital goods. It is true that the spate of formations of small 
finance companies suggests that advantage has been taken of the freedom 











* The provisions of the Hire-Purchase Act, 1938, apply to all transactions where the hire- 
purchase price does not exceed {100 (£50 in the case of railway wagons and motor cars ; {£500 
in the case of livestock). 
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afforded by the “ under-£50,000 ”’ rule and by other laxities; but now that 
the whole outlook towards credit has undergone a radical change it appears 
not unlikely that this movement will come to an end. If the supply of credit 
is tightened as a whole, the scope for indirect finance of hire-purchase (where, 
for example, the true destination of the funds is disguised from the ultimate 
lender) is bound to be sharply curtailed. Meanwhile the banks, with their eyes 
closely fixed on their liquidity ratios, can be expected to take every opportunity 
to reduce their commitments to finance companies in conformity with their 
new policy towards advances. In these circumstances, any more constrictive 
direction to the banks than the present injunction to “limit ”’ finance for 
hire-purchase would seem to be superfluous. 

A stronger case can be made for an extension of the scope and intensity 
of the controls over hire-purchase contracts. By this step the terms relating 
to initial deposits and length of hire could be stiffened in respect of many 
goods that absorb substantial amounts of raw materials in short supply, 
especially steel. The existing system, in any case, presents many anomalies; 
it is difficult to see why the hire-purchaser of, for example, a dining-room 
suite, should be on a tighter financial rein than one of a refrigerator. A more 
extended control could avoid such anomalies and could also, if necessary, 
apply differential pressure related to the national need for special economy in 
particular materials. This, of course, is the “ planning’ approach, and it is 
open to the usual objections—that detailed controls of this kind are arbitrary, 
absorb administrative manpower, and are difficult to enforce. But, whatever 
the attitude to measures of this kind, there is surely a very strong case for | 
curtailing the hire-purchase activities of the nationalized gas and electricity 
undertakings—a development that many people regard as long overdue. At 
the very least, it should not be possible for the public to borrow, in effect, more 
cheaply from these Government bodies than it could borrow elsewhere—if, 
indeed, it could borrow at all. 

Against these reasons for extending control over hire-purchase it may be 
urged that enough has already been done or is in prospect—by general monetary 
policy and by other projected measures—to set in motion a chain of events 
that will lead to general tightness of money and dearer money, to a reduction 
of demand and eventually, perhaps, to some increase in transitional unemploy- 
ment. This may or may not be true; but the fact remains that the reper- 
cussions of the new monetary policy have not reached very far down the line 
as yet. Direct measures to curtail hire-purchase might act more quickly at 
this particular point than the general pressures can do. 

Whether, therefore, it will be desirable to stiffen hire-purchase terms by 
increasing the minimum deposit or shortening the duration of the agreement, | 
or both, must depend to a great extent on the outcome of the measures already | 
taken to regain control over the credit position generally. If it is true that a | 
contraction of credit at the margins will do most of what is required to enable | 
monetary policy to play its due part in the wider effort at disinflation, then | 
no further specific action may be needed against hire-purchase. But, in the | 
absence of any detailed information about the current trend of hire-purchase | 
transactions, it is clearly going to be difficult +o decide how far this sector of | 
the economy is responding to the new measures. This makes it more than ever | 
desirable that consideration should be given to the question of the best means 
of obtaining reliable statistics of the volume and distribution of these facilities. 
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France’s Experiment in Credit Control 
By J. S. G. Wilson 


HE recent increases in the French Bank rate, and the accompanying 
T changes in rules governing rediscounts, have served as a reminder that 

the extensive powers for directional and selective credit control with 
which the French monetary authorities have been endowed in recent years 
have not by any means displaced the traditional techniques of control. Very 
few people outside France realize, however, how ambitious the French experi- 
ment in new types of banking control has been. The object of this article is 
to describe the mechanism as a whole, to show the relationship between the 
new and the old types of control, and to give some account of its working in 
these recent formative years.* 

In the phase before 1946, the pursuit of a cheap money policy was severely 
limiting the ability of the French monetary authorities to control bank credit. 
The larger banks were able for the most part to remain relatively independent 
of the Bank of France and only rarely were obliged to rediscount heavily with 
it. In effect, the cheap money objective was precluding the central bank from 
using the only strong weapon at its disposal—the discount rate. Hence the 
venture into new types of control was largely inspired at the outset—in France 
as in other countries—by the desire to try to secure a due restraint of credit 
without destroying cheap money. In I941I an attempt had been made to 
extend the basis of bank supervision by setting up a “‘ Permanent Committee 
for Bank Organization’? and a Banking Control Commission, but these 
measures did not make any fundamental change. 

The really far-reaching changes, and the new powers, resulted from the 
Law of December, 1945—the Act that also provided for partial nationalization 
of the French banking system. For the present purpose, however, the nationali- 
zation was of secondary importance. The nationalization of the Bank of 
France amounted to little more than a financial operation, while that of the 
four big deposit banks, although no doubt politically satisfying, did not sub- 
stantially affect the problem of credit control. It may be argued that as much 
control as now exists could easily have been imposed on non-nationalized 
institutions. and, in fact, two of the large deposit banks were left in private 
hands. 

As a preliminary to credit control, it was first attempted to divide banking 
institutions into clearly defined categories, by prescribing or limiting the 
functions that could be performed within each category of institution. For 
example, deposit banks might accept only demand deposits or fixed deposits 
with a maturity of not more than two years. They were not permitted to 
hold an interest in excess of I0 per cent. in any business other than another 
bank or financial affiliate. Again, “‘ banques d'affaires ’’} were not permitted to 
accept deposits for less than one year, except from concerns in which they held 








* A practical description of the new measures and powers, as they were at their inception 
in December, 1945, and as developed in the early years, was given in an article in THE BANKER 
for August, 1949, ‘‘ Control of Bank Lending in France ’’.—Ep. 


+ The “ banques d’affaires ’’ were not nationalized, but, for purposes of general supervision, 
a Government commissioner was attached to each. He had certain powers of veto and a seat on 
the board of directors. 
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at least a 15 per cent. capital interest, or from their own staff and management. 
Each bank was required to indicate which type of business it desired to operate 
and to make the necessary adjustments within a stipulated period. 


THE CONTROLLING BODIES 


The monetary and banking authorities, whose function it was to operate 
the controls detailed below, consisted of the National Credit Council, the 
Banking Control Commission, and the Bank of France itself. These bodies 
were formally separate, but effective liaison between them was ensured. The 
Council was accorded wide general powers, both as a maker of policy and as a 
general supervisory body.* Its membership was widely spread and included 
men from finance and banking, civil servants, and trade unionists. The 
Governor of the Bank of France was ex officio vice-chairman and held a key 
position. The Control Commission was originally established in 1941 and was 
continued in existence under the 1945 legislation. It is presided over by the 
Governor of the Bank of France, and its other members (or colleagues close to 
them) also sit on the National Credit Council. Formally, it 1s a separate 
organization, but it is staffed by officers from the Bank of France, and was 
originally housed in the same building. Its function is to act as policeman of 
the banking system, and in this réle it is responsible for the licensing of banks, 
bank inspection, collection in standardized form of detailed information about 
bank business, maintenance of certain required liquidity ratios (not as yet 
wholly enforced), and control of the now nationalized banks; it also has wide 
general powers of enforcement, for use if any institution refused to toe the line. 

Except for the type of supervision that falls within the functions of the 
Control Commission, the Bank of France is the executive arm of the monetary 
authorities. It implements the credit policy formulated by the National 
Credit Council (to which it also proffers expert advice). For this purpose it 
is largely dependent on the basic statistics collected and tabulated by the 
Control Commission, though it is able to supplement this with information of 
its own and, in particular, with that collected by a special division concerned 
with credit risks.+ The monetary authorities can then see at a glance how 
much credit has been granted to various classified industrial groupings and to 
what extent it has been utilized. Furthermore, when the authorities began 
to require the prior approval of all large loans and advances, the Bank of 
France was able to check attempts by customers to evade the control by 
splitting up their borrowings among several banks. 

The whole structure of control thus comprises an overall policy- 
making National Credit Council, which controls, directly or indirectly, the 
two executive partners in the combination—the Bank of France, which 
implements credit policy, and the Control Commission, which collects informa- 
tion and carries out routine inspections of bank activity. 














* On certain matters, it is advised by the Association Professionelle des Banques. 

¢t The main purpose of this service, however, is to provide reporting banks with details of 
aggregate customer borrowings from other banks (subdivided according to the type of loan). 
Details are given both of total amounts actually borrowed and of the amount unutilized. Under 
French conditions, this provides important supplementary information to the individual bank, 
since customer accounts at more than one bank are the general rule. This innovation was at 
first received with some diffidence, but latterly its usefulness has been generally acknowledged. 
The collection and retailing of this information is highly decentralized and, except for the Paris 
area, it is done through branches of the Bank of France. 


OW OLA LOT IRE FEO OF LEIP Dp kT Ry 








1e 


VY - 


ch 
a- 


n). 
ler 
1k, 

at 


ris 








~ FRANCE’S EXPERIMENT IN CREDIT CONTROL 45 








The types of credit controls that the Bank of France has been asked to 
operate defy neat classification into the “ quantitative ’’ and “ qualitative ”’ 
groupings that have become popular in recent years. Itis therefore proposed to 
discuss them very generally in terms of central bank market activity, interest 
rate policy, and the specific or “ direct ’’ controls. 


THE BANK OF FRANCE AND THE MONEY MARKET 


In its relations with the money market, Bank of France action may be 
grouped under three headings. First, there is the ordinary rediscounting 
procedure, the purpose of which is to ensure the day-to-day liquidity of the 
banks by enabling them to mobilize their more liquid resources and to supple- 
ment their cash for current operations. In this way, the provision of marginal 
requirements is ensured. However, the banks may discount commercial bills 
with the central bank only up to ceilings allotted to them. From September, 
1948, to October, 1951, it was the practice to fix the ceiling for each bank on 
the basis of the size of its business, though these ceilings might be revised 
from time to time. Certain changes were made in October, 1951, that modified 
this elasticity. The banks were given new re-discount ceilings, in some cases 
rather higher than those ruling previously, but it was provided that the new 
ceilings could not be exceeded without penalty. 

Secondly, there is the “‘ open market ” type of transaction, the purpose of 
which is to regulate bank liquidity in a more general sense. If bank cash is 
in surplus, it may be withdrawn from the market by this means; but when 
accommodation is provided by “ open market ”’ action it is not subject to the 
ceilings mentioned above. 

Such borrowing may, nevertheless, be deterred by raising interest rates, 
and, where temporary assistance is granted, it is for a minimum term. ‘‘ Open 
market ’’ operations in France take either of two forms. On the one hand, 
there is the “‘ pension ’’ system, whereby the banks sell securities to the Bank 
of France under an arrangement whereby they can buy them back within 
fifteen days, in which case the difference between the discount rates charged 
and allowed constitutes the cost to the borrower. This system was tightened 
up in October, 1951, when it was decided that the banks might borrow short- 
term on the “ pension :’ system against commercial paper, which was not 
included in their rediscount ceilings, provided these additional borrowings 
were restricted to 10 per cent. of such ceilings. The rate charged exceeds 
Bank rate by a margin fixed periodically by the Bank of France. At present, 
the penalty amounts to an additional 1} per cent. On the other hand, the 
Bank of France may buy (or sell) securities outright. These consist mainly of 
Treasury bills and of the acceptances of the Crédit National.* Such “ open 
market ’’ transactions are carried out through the discount houses, who may 
also themselves go to the Bank of France for the money needed to carry 
Treasury bills and acceptances on their own account. Most Bank of France 
transactions are put through the Compagnie Parisienne de Réescompte, which 
in this sense acts as the Bank’s broker. It is true that the Bank of France 
also acts through other houses, but it is obvious from the size of transactions 
that the Bank does the bulk of its business through the Compagnie Parisienne. 








* One of the functions of the Crédit National is to ensure the “ liquidity ’’ of medium-term 
bank loans. Its acceptance of the relevant paper renders it rediscountable at the Bank of France. 
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Thirdly, the Bank of France may make advances of from 5 to 30 days. 
These are not regarded as “‘ open market ”’ transactions, though there is some 
similarity to them in that they represent the provision of accommodation for 
the longer period and are to meet requirements more general than supple- 
mentation at the margin. In making these loans, the Bank of France is acting 
essentially as “‘ lender of last resort ’’; cash is made available to assist the banks, 
but under restrictions. The advances are made against Treasury bills and 
acceptances of the Crédit National and they may not exceed fixed ceilings, 
which are agreed between the more important banks and the Bank of France.* 
There is, however, no formal deposit of security; when such a loan is required, 
a request is sent by letter to the Bank of France and, if the request is within 
the agreed ceiling, the loan is made. 

The interest rate weapon, as noted at the outset, has been twice brought 
into play recently. On October 11, 1951, the French Bank rate was raised 
from 23 per cent. to 3 per cent. and again on November 8 it was raised further, 
to 4 per cent. The first change was reported to be aimed at speculation, 
especially in gold and foreign exchange, for the flight of French funds overseas 
had been causing increasing concern. The second change, after so short a 
time, must be taken to reflect recognition of the serious inflationary situation. 
Such changes, of course, involve an increase in all related rates—the rediscount 
rate, the rate on 30-day advances, the purchase rate for Treasury bills with 
less than three months to run, and the rate for advances against securities. 
In the conditions now ruling in France, the effectiveness of such increases is 
doubtful. Money is noticeably dearer in France than in this country and 
people have come to accept this as a natural phenomenon. Indeed, Bank 
credit, when available, may even look cheap to the Frenchman at up to 7 per 
cent., when notaries can ask (and get) up to II per cent. on mortgages. 


“ DIRECT ’’ CONTROLS 


The inadequacy of a “ flexible’’ quantitative control and the relative 
insensitivity of French borrowers to higher interest rates in present conditions 
probably explains the increasing resort to more direct credit controls that has 
become evident in recent years. It is in this context that the qualitative 





* Not all banks may claim this privilege; the agreements are restricted to about fifty banks 
throughout the country. The really small banks are excluded. 
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and quantitative aspects of credit control are seen to be so obviously inter- 
twined. In 1946, the Bank of France issued memoranda emphasizing the 
importance of ensuring that bank credit be used only to encourage production 
and that facilities for the speculative holding of stocks should be avoided. 
The campaign to reduce prices was intensified in January, 1947. Bank 
advances had increased steadily and credit restrictions were requested in 
order to force hoarded and newly-produced goods on to the markets. Applica- 
tions for new credits were to be thoroughly screened. All requests for loans in 
excess of a total per borrower of Frs. 30 millions, then Frs. 50 millions and, 
finally, Frs. 100 millions were subjected to prior authorization by the Bank 
of France. Only commercial bills were excluded at this stage. Altogether, it 
was estimated that 50 to 60 per cent. of total loans were controlled by the 
Bank in this way. While only a small proportion of applications seems to 
have been refused, the necessity to support a credit application with strong 
argument and documentation may have choked off some of the potential 
borrowers. Others may have been induced to scale down their requests. In 
addition, steps were taken to secure a review and reduction of existing credits. 
Nevertheless, there was one fatal weakness. This was the persistent belief 
that the commercial bill should enjoy a privileged position—on the argument 
that, since it represented a flow of goods, it could not be “ inflationary ”’. 
Resort to this type of finance was naturally encouraged by its exemption from 
the tighter control of loans, as well as by the favourable rate of rediscount for 
commercial bills. The result was that more and more firms used bills instead 
of advances wherever possible, and the ratio of bills to total credit granted 
climbed steadily. An attempt to plug this gap was not made until October, 
1951, after which the prior authorization procedure was also applied to the 
commercial bill. The limit to total individual borrowings (including those 
against bills) was then raised to Frs. 500 millions. 

Another method of control of the banks, which may perhaps be regarded 
as supplementing the discipline imposed by the rediscount ceilings, has been 
by regulation of reserve requirements. After 1948, all banks were obliged to 
keep minimum holdings of Treasury paper at 95 per cent. of the volume held 
on September 30, 1948. If their liabilities fell, their holdings might be reduced 
to the extent of the fall in deposits; but, if deposits rose, 20 per cent. of any 
such increase had to be invested in Government securities. This was a for- 
malization of an earlier “ gentlemen’s agreement ”’ aimed at preventing the 
unloading of Government securities for the purpose of expanding private 
credit; it represented the first formal reserve requirement of any type in 
French banking history. Requirements were further tightened up in October, 
1951. Previously it had been sufficient to achieve these ratios once a month. 
The banks are now required to maintain them on a daily basis. 

Supplementing these controls was a qualitative control proper, introduced 
in October, 1947. Its implementation was delegated to the banks themselves. 
Certain rules were laid down indicating in very general terms categories of 
advances that were not to be made and, by means of monthly returns, the central 
bank was provided with the means of assessing the response of each bank to 
this attempt to control the channels into which bank credit was directed. 
The sanction behind it consisted in the possibility of depriving recalcitrants of 
their rediscounting and borrowing facilities at the Bank of France. Never- 
theless, the directives issued by the National Credit Council were vague and 
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subject to loose interpretation, so that the effectiveness of this control may be 
doubted. 


QUANTITATIVE CONTROLS MORE SUCCESSFUL THAN QUALITATIVE 


The steepness of the rise in French prices and wages is sufficient proof that 
this array of controls has not achieved its objective; but it has to be remem- 
bered that the efforts to achieve monetary restraint have had to contend with 
the inflation generated continuously by the chronic disequilibrium of the 
budget. It may nevertheless be argued that the monetary controls could 
have been more rigorously employed. In brief, the policy has been to make 
Bank rate effective by fixing borrowing ceilings. It was felt, however, that 
this policy by itself would have been too rigid. In practice, therefore, its rigour 
has been tempered by open market purchases and by the granting of additional 
borrowing facilities at above Bank rate. The restraints on credit for particular 
purposes (as set out in the National Credit Council’s directives) seem to have 
added little to the vigour of the control. 

There are two technical reasons for this failure of the monetary efforts, 
apart from the timidities of the Government towards the problems of the 
budget and of fiscal reform. First, where funds cannot be obtained from the 
banks because the object of the loan is not officially approved, they may be 
raised to some extent outside the banking system, though at appropriately 
higher rates of interest. Alternatively, credits may be raised outside the 
country, as in the case of the revolving credits supplied from London to finance 
wool imports. Secondly, the banks are responsible for the distribution of the 


supply of credit and, when they are forced to restrict (e.g. by liquidity rules © 


and rediscount ceilings), they appear to find it extremely difficult to curtail 
their regular customers’ “ normal’’ requirements and restriction therefore 
affects mainly the new borrower. Certainly, this means that some restriction 
has been achieved—and there is evidence to suggest that, of all the controls, the 
rediscount ceilings have hurt most—but any restriction has been possible only 
at the cost of maldistribution of credit. The conclusion must be that the 


quantitative controls have been more successful than the qualitative ones. | 


The policy has been to Keep the lid on inflation, but whenever the pressure 


becomes too great—as measured, for example, by the protests of the borrowing | 
public—the lid is raised a little, and is then held until the next pressure. And | 


so the dreary process goes on. 
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Italy’s Financial Policies since the War 
By A. C. L. Day 


HE economic and financial problems that faced Italy at the end of the 
T we were similar to those faced by all the European belligerents. Currency 

inflation, aggravated by extremely low levels of output, and by urgent 
need for commodities that were available only outside Europe; such was the 
common legacy, and in Italy the burden was particularly severe, because for 
two years the country had been a battlefield, and war damage was estimated 
at between six and twelve thousand million dollars. The only economic 
policies that might have been worked with reasonable equity in such circum- 
stances would have involved a system of rigorously enforced controls. The 
administrative difficulties involved and the spirit of the country both combined 
to make such policies impossible, and the two years after the end of the war 
saw sharp inflation, tempered by a certain number of controls (in particular 
those on rents) that were in time seriously to aggravate the problem of 
recovering a rational pattern of economic activity. 

At the end of 1945, wholesale prices were some thirty times their pre-war 
level, the retail price index stood rather lower, and the note circulation was 
roughly twenty times that of 1938. Attempts to suppress inflation in Italy 
were particularly unsuccessful, especially in the Allied-occupied part of the 
country; in Italy, unlike most other West European belligerents, the real 
value of the note circulation (in terms of official prices) was less than pre-war. 
This absence of a “‘ surplus ”’ of notes in circulation was the main reason for 
Italy’s unique position in being the only continental belligerent not to attempt 
some sort of monetary “ purification’ by withdrawing notes and blocking 
part of the circulation. 

In the first half of 1946, there was a widespread belief that the worst of 
the inflation was over, but after a six-months’ lull, in which prices were fairly 
steady, inflation re-asserted itself. During the fifteen months to September, 
1947, prices rose steeply, and the total money supply (including business 
deposits at banks) increased at an average monthly rate ef 5.6 per cent. Bank 
deposits rose faster than the note circulation, so that the pre-war relationship 
between the two was slowly being restored. The Government borrowed from 
the commercial banks to some extent, but the main reason for the increase of 
bank deposits was lending by the banks to private business. To a considerable 
extent, these business loans reflected an expansion of production, but to a 
more important extent they were needed to finance stocks, and to help pay 
wages (which since the end of 1945 had been tied to a cost-of-living index). 
The banks were able to supply these loans because of their highly liquid 
position. In June, 1946, the reserve ratio* was 43 per cent.; by September, 
1947, it had fallen to 22 per cent. The largest factor increasing the note 
circulation in this period was Government borrowing from the Bank of Italy; 
such borrowing, in various forms, accounted for half the total increase. 








* Cash in hand plus deposits at the Bank of Italy and Treasury as a ratio of total deposits. 
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The reluctance of the public to hold money under conditions of strong 
inflation led to a much steeper rise in prices than of the volume of the monetary 
circulation. In the fifteen-month period, the wholesale price index more than 
doubled, and reached a peak at 62 times the pre-war level. At the same time 
all the symptoms of open inflation were experienced, such as flight into goods, 
equities and foreign currencies and from bonds. In May, 1947, the free rate 
for the dollar, at which non-government imports were paid for, and at which 
exporters sold half their dollar export proceeds, had reached its peak of gog lire. 


THE EINAUDI DISINFLATION 

It was at this dangerous point that Professor Einaudi took over full control 
of financial affairs, as the new Deputy Prime Minister and Minister of the 
Budget. Confidence in the new Government caused the beginning of a reversal 
of speculative tendencies in June, 1947, and by August the average free rate 
of the dollar had fallen to 721 lire. This new confidence was justified by the 
remarkable stabilization that was brought about between September and 
December, 1947, by means of a sharp restriction of private bank credit. Such 
an operation was opportunely timed, since much of the inflationary pressure 
from the non-government sector had been financed by the increase in bank 
loans. At the same time, however, the Budget deficit continued at a very 
high level, and was in fact larger in the financial year 1947-48 than it had been 
in the previous year. 

Towards the end of August, 1947, instructions were issued to all banks 
that after the end of September the banks were to invest in Government 
securities to be deposited at the Bank of Italy, or, alternatively, pay into a 
special account at the Bank of Italy or the Treasury, a sum equal to 20 per 
cent. of such part of their deposits as was in excess of ten times their net 
capital. The sum so to be invested or deposited was, however, not to exceed 


15 per cent. of all deposits. At the same time, instructions were issued that 40 | 
per cent. of any increments in deposits above their September 30 level was to | 
be absorbed in the same way, up to a limit of 25 per cent. of total deposits. | 
In order to make these restrictions effective, the banks were expressly warned | 
that they could not count on borrowing froni the Bank of Italy save in excep- | 
tional circumstances, and the rediscount rate was raised from 4 to 54 per cent. | 

The intention was not to contract credit but to prevent further expansion. | 
Bank loans and advances increased by only 34 billion lire in the last quarter | 
of the year, compared with go billion in the third quarter. This sharp reduction | 
in the rate of expansion of credit led to a reversal in trends of prices; the | 
wholesale index had fallen (by the end of the year) to about 55 times its pre- | 
war level. This sharp change was accentuated by considerable improvements | 
in the harvests after September. At the same time, money wages continued to | 
rise (partly as a result of a lag in the adjustment to the cost of living) and real | 
wages recovered to their pre-war level. The note circulation continued to | 
expand, as a result of Government borrowing from the Bank of Italy. Never- | 


theless, as a result of credit contraction and changes in business expectations, 
the last quarter of 1947 was marked by sharp deflation of prices, which caused 


a 10-15 per cent. decline in industrial production. This was the considerable | 


price that had to be paid to shake the economy out of the inflationary state of 
mind in which it was found in the first half of 1947. 
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ITALY’S FINANCIAL POLICIES 








The year 1948 was one of rapid expansion of the monetary circulation, but 
of relative stability of the price level. The monetary circulation increased by 
about one-third; this partly corresponded to a renewed rise in industrial pro- 
duction. Rates of interest on advances were around Io per cent., but, in 
spite of this, bank lending grew rapidly in the year from 710 thousand million 
lire at the end of 1947 to 1,060 millions at the end of 1948. Commercial bank 
lending to the Government also expanded rapidly during 1948, while Govern- 
ment borrowing from the Central Bank declined. To some extent this was 
because commercial banks were buying Treasury bills in order to satisfy their 
new reserve requirements. This change in borrowing methods, since it avoided 
the possibility of multiple expansion on the basis of Central Bank credits, 
reduced the inflationary potential of the budget deficit. Moreover, Marshall 
Aid counterpart funds were coming to be an important counter-inflationary 
influence; in effect, they provided the Government with funds from the 
domestic public that it would otherwise have been impracticable to raise 
except through the banking system. 

The most important factor causing expansion of the note circulation in 
1948 was accumulation of foreign balances at the Bank of Italy. At the end 
of 1947 new unified exchange rates for the dollar replaced the old multiple 
system. As the rates used in clearing agreements were brought into line, the 
lira was devalued in relation to many currencies and consequently balances in 
favour of Italy accumulated. Simultaneously, Italy had a favourable balance 
with the sterling area, which improved still more at the end of 1948 when a 
lira-sterling rate reflecting the sterling-dollar cross rate was enforced. 

The general price level did not rise seriously in 1948; in the first half of the 
year it fell from about 5,400 to 5,100 (1938 = 100). The subsequent rise to 
5,700 in December reflected a removal of food subsidies. Why did the rapid 
rise in the monetary circulation, together with a large budget deficit, not give 
rise to price increases ? Part of the reason has been given; production was 
rising. The other important reason was the renewed or reinforced willingness 
of the community to save. One of the remarkable features of the Italian 
inflation was that saving continued to an appreciable extent. After the 1947 
stabilization, saving increased sharply* and helped to offset the budget 
deficit. Moreover, as confidence in money was restored, much of this new 
saving came to be held in liquid form. Cash balances were restored to more 
normal levels, and the velocity of circulation fell. In the opinion of most 
observers, it had returned to normal by the end of 1948. This view is borne 
out by the reduction in the rate of expansion of the monetary circulation in 
1949; the circulation rose at a monthly rate only half that of 1948. Some of 
this 1949 expansion corresponded to additional production (industrial produc- 
tion rose 10-12 per cent. during 1949) and to some extent reconstitution of 
monetary stocks was taking place. At any rate, prices fell considerably during 
1949, from a wholesale index of 5,700 to one of 4,750 at the end of the year. 

As prices sagged in the first seven months of the year, much complaint was 
heard in industrial circles about depressed conditions. Much of the blame was 
laid on the remarkable reduction in the Budget deficit, which was more than 
halved between the financial years 1948-49 and 1949-50. Consequently, the 








* Savings deposits in the banks and postal system were 15 per cent. of the National Income 
at the end of 1947, and 30 per cent. at the end of 1950. 
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Government was able to repay debt to the Central Bank in 1949, and most of 
the funds it needed became available from foreign aid, postal savings, and the 
market. 

Some relaxation of credit policy was allowed in April, 1949, when the dis- 
count rate was lowered from 5} to 44 per cent. “‘in order to assist recovery ”’ 
This was the official intention, but uncertainty continued until the autumn, 
when symptoms of a marked depression appeared. When sterling was devalued 
the lira fell only a short way in relation to the dollar (from a rate of 575 lire 
to around 630). Increased difficulties in export, especially to the sterling area 
and Europe, were generally expected, and this fear led to a seriously depressed 
state of trade and falling prices in the last months of the year. 

The worst of these fears were not to be realised; the balance of trade was, 
in fact, less adverse in the first four months of 1950 than in the first four months 
of 1949. Production continued to rise during 1950; on the other hand, during 
the first six months prices continued to fall very slowly, to reach a new low 
level at an index of 4,670 in June. The note circulation fell by about 5 per 
cent. between the seasonal peak in December, 1949, and the end of May, 1950. 
It then started to rise again. In the same period current account deposits at 
the commercial banks rose to a small extent. 

As has been seen, the budget deficit was very markedly reduced in the 
year ending June, 1950, and came to be almost entirely financed by borrowing 
from the market. The high rates of interest, free of tax, paid on Treasury 
bonds largely used to finance the deficit have meant that private industry 
found borrowing difficult except at very high rates. Despite a reduction of 
the discount rate to 4 per cent. in April, 1950, no substantial change took 
place in the firmly anti-inflationary policy of credit restriction. 

Broadly, then, the first half of 1950 showed a continuation of the policies 
of 1949. A rigidly enforced anti-inflationary policy led to a slowly sagging 
price level and a strong currency position, accompanied by a rather uncertain 
expansion in the level of output and a considerable lack of feeling of well- 
being and expansiveness amongst the industrial and commercial classes. 


PRESSURE SINCE KOREA 


The period since the beginning of the Korean war has been marked by | 
renewed inflation, as a result of rising world commodity prices and of increased | 
economic activity as a result of reaarmament. In the summer and autumn of | 
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1950 the international situation and the upward trend in import prices led in 
Italy to rising prices and general improvement in economic conditions; clear 
indications of increase in industrial output were to be seen in September and 
October, 1950. Once more, fears began to be expressed of “‘ bottlenecks ”’ in 
supplies of power and of certain raw materials. Added to this were increasing 
complaints of shortage of liquid reserves on the part of industrial firms, a 
shortage resulting from the building up of stocks of materials, often at increasing 
costs. Current account deposits at the main commercial banks increased by 
only 6 per cent. in 1950, compared with an increase of about a third in 1949. 
The rate of increase of the note circulation was more rapid, being about 14 
per cent. over the whole year—a movement that was wholly concentrated 
within the last seven months of the year. Growth of foreign exchange reserves 
played a much smaller part in the increase in the monetary circulation in 1950 
than in 1949, but this diminution was offset by a large increase in releases from 
counterpart funds, which in fact exceeded the amount of foreign grants received 
during the year. 

Inflationary pressure continued into 1951, and the Government was 
seriously alarmed about the effects of additional rearmament expenditure upon 
the economy. At the end of January, the Inter-ministerial Committee for 
Reconstruction met to consider credit policy and advised qualitative control of 
credit, to be operated by local and not central administration. The most 
important objective was to prevent the banks from financing speculative 
stocks of goods. The attitude of the Minister of the Treasury was, however, 
to rely on “ self-control’ by the banks. Also at the end of January, the 
Government submitted a bill to Parliament granting power to control prices 
and wages, and consumption and production of goods. The bill came in for 
strong opposition. The important fact, however, is that the mere mooting of 
these proposals, together with a rise in the discount rate to 43 per cent., were 
sufficient to curtail the developing boom—coming, as they did, at the same 
time as a number of other influences. A great deal of the increase in activity 
towards the end of 1950 had been directed towards production for stock, in 
the expectation of future boom conditions as a result of rearmament expenditure 
and proposals for increased social service expenditure. It came to be realized 
that these increases in expenditure were not going forward as fast as had 
been expected. Moreover, in February the turn in international prices came. 
Consequently, wholesale prices sagged slowly from a peak of 5,740 in February 
to 5,520 in July. The note circulation showed the usual seasonal contraction 
in the early months of the year, but recovered during the summer by amounts 
considerably in excess of those that would be expected from seasonal factors, 
and in July notes and coins totalled 1,132 thousand million lire, a new peak. 
Industrial production also stayed at high levels, being consistently some 15-20 
per cent. above the corresponding figures for 1950. The balance of trade deficit 
was less than in 1950, largely as a result of a remarkable expansion in exports 
of non-food manufactures, and despite the fact that import prices were well 
above those of corresponding months of 1950. 

Judged in the light of Italian experience in the last few years, it appears 
that the first half of 1951, despite its failure to satisfy all the hopes held out 
for it, has nevertheless been a reasonably satisfactory phase. Yet symptoms 
of economic malaise are frequently to be seen; there are complaints of shortage 
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of credit and of capital, and a hyper-sensitive fear of inflation that combines 
oddly with the persistence of an extremely high level of unemployment. It is 
to the two problems of unemployment and capital shortage, which are almost 
invariably linked together in Italian writings on the subject, that we must 
now turn. 


THE UNEMPLOYMENT PROBLEM 


A remarkable feature of the post-war inflation in Italy was the continuance 
of a high level of unemployment. This serious problem continues to over- 
shadow the Italian economy. No one knows exactly how many unemployed 
there are in Italy, but it is almost certain that the official figures underestimate 
the problem; reliable estimates suggest that in terms of percentages of the 
labour force, the unemployment may be comparable to that in Britain or the 
United States in the early thirties. 

Most Italian discussion of the problem lays emphasis upon the high birth 
rate, the limited opportunities for emigration, and the lack of capital. The 
conclusion that is generally drawn is that the solution is not in Italy’s power, 
but in that of foreigners; the solution being to allow more migration and to 
invest foreign capital in Italy. 


The high level of unemployment between 1945 and 1947, during an active | 


inflation, was to some extent the result of destruction of capital equipment and 
the delays involved in rebuilding. As for the period since 1948, it is difficult to 
tell how much unused industrial capacity there has been. Mr. Dayton, of the 


E.C.A., suggested early in 1951 that only 80 per cent. of Italy’s industrial | 


capacity was being used. 
Whatever the exact picture, there is some basis of truth in the argument 


of Italian apologists that there is surplus manpower but Jittle or no surplus | 
capital. Two lines of solution present themselves. First, there is a case for | 


employing some of the labour by using it more intensively on the land. A 


Government that gave high priority to the unemployment problem would find | 


itself forced to take more active steps than are being taken about land reform. | 


Secondly, industrial production could use. capital more intensively. Both | 


the methods of production and the methods of organizing work (e.g. the shift 
system) could be modified to some extent to permit an intake of workers. 
The marginal productivity of the new workers would certainly be lower than 
that of the old, but it would hardly be negative, and some increase in national 
income could therefore be expected. However, the question of what would 
happen to real wage rates does remain. Two points might be made. On the 
one hand, the trade unions might quite conceivably accept lower real wage 
rates per worker if the total wage bill were to be much larger. On the other 
hand, it is difficult to sympathize with entrepreneurs taking gross profit 
margins of the order of those mentioned by Mr. Dayton. 


OTS SOL REM Gs 


PSS OR ES MRR RT MNT ETN AREA 


The problems of supply of raw materials, both from abroad and from | 


certain “‘ bottlenecks”’ within Italy, are urgent, but surmountable, if there is | 


the will. There, indeed, lies the trouble, in the lack of will. A Government 
that regarded the unemployment problem as one of the gravest seriousness 
would be able to do a great deal. But, so long as it appears possible to put 
the blame on the shoulders of foreigners, the present unhappy situation is 
likely to continue. 
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Salaries in the Clearing Banks 
By a Special Correspondent 





problem of bank salaries in relation to recent and prospective trends in 

bank profits. The background of the picture has been little altered since 
then, but developments in the last two months have greatly changed much of 
the foreground detail. 

The main burden of all informed discussion of bank salaries in the past 
few years has been that the banks could be expected to increase their salaries 
slowly and, indeed, reluctantly, for the good and compelling reason that they 
could not afford to pay anything like the demands made by the National Union 
of Bank Employees and the staff associations. In April last, after the settle- 
ment of the Irish banks’ dispute, Professor G. A. Duncan contributed an article 
to THE BANKER on a similar theme: could the Irish banks afford to pay the 
salaries they were now adopting ? His question can be posed, for 1952, in 
an English context, for the salary structures of all the clearing banks have 
now to be reconsidered in the light of the new and considerably increased 
scales announced in November by Lloyds Bank. 

The new Lloyds scale for men goes from £150 at entry at 16 to £650 at 39 
(with two merit breaks), and compares with the pre-1952 scale rising from 
£130 at entry to £575 at 39. The new women’s scale goes to £440 at 39 (again 
with two merit breaks) and compares with a pre-1952 figure of £370 at 34-35. 
Both scales have superseded existing scale arrangements, and therefore involve 
an immediate and substantial addition to the bank’s salary bill. Moreover, 
as might be expected, there is provision for increasing the salaries of the 
overscale staff, although on no fixed or published basis; it is understood that 
the overscale increase will be normally about £50. 

It is to be noted that the new scale has no element in it—at least, no very 
apparent element—of consolidation of the cost-of-living bonus into basic 
salary; in 1952 the bonus, now payable on the increased basic salaries, is to 
be maintained at 25 per cent. unless there is some — change in the 
cost of living during the year. 

At the same time as the announcement of these new scales came the 
further announcement from Lloyds Bank that in 1952 recruits will enter the 
bank on a new basis of graded employment. There are to be three grades, 
the lowest of which will be on a salary scale corresponding to the new one 
now introduced for existing staff—t.e. rising to £650 at 39. There will be two 
higher grades, entry to which (at age 24) will be dependent on merit. On entry 
to the higher grades salaries will be £350 and £380 respectively, comparing with 
{310 at the same age on the ordinary scale. The top grade will reach a basic 
{600 at 28, the second grade reaching the same figure three years later; and 
thereafter rises will depend on merit and on the duties undertaken. 

Comparison between the new scale and that demanded on a national front 
by the National Union of Bank Employees shows that Lloyds Bank now has 
a salary basis very much like the levels sought in the N.U.B.E. “ Petition ” 
better in some directions, not so good in others, but broadly speaking leaving 
little for N.U.B.E. to grumble at. The grading introduced is, of course, quite 


Ap article in THE BANKER last February discussed at some length the 
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different from that suggested by N.U.B.E., which based its proposals mainly on 
the passing of the Institute of Bankers’ examinations. There is no indication yet 
of the basis upon which Lloyds will make selections for the higher grades. 

The Lloyds decision to make these substantial changes was not immediately 
followed by the other large banks, but, reasonably enough, it was at once 
widely assumed by bank staffs everywhere that general increases must come 
very soon. The bonus announcements in the other banks were therefore 
awaited with even more than the usual interest. When they came, all followed 
the same pattern of a total of 275 per cent. for the year 1951 (compared with 
25 per cent. for Lloyds in 1951 and with 20 per cent. for all banks except the 
Midland in 1950). There were also some significant portents, in the shape of 
express statements, in three of the banks, that reconsideration of the salary 
scales was in hand, and in two of the banks specific mention of consolidation. 

Now, consolidation has been canvassed for many months past, and rumours 
have abounded, almost weekly, that it was around the corner in one bank or 
another. It had been, in fact, one of the interesting points about the Lloyds 
announcement that no consolidation was undertaken; and there has naturally 
been a good deal of speculation about the reason for this omission. Consolida- 
tion has advantages for banks and staffs alike, with only the notable drawback 
that, once undertaken, it is semi-permanent—and therefore may be disadvan- 
tageous for the banks should the cost of living fall. The hints of coming 
consolidation elsewhere show that some, at least, of the other banks take a 
different view from Lloyds’; and it will be extremely interesting, and perhaps 
illuminating, to see (probably within the first few months of this year) how the 
various banks will meet what must be regarded as the Lloyds challenge. That 
all will make some upward revision, whether or not accompanied by some 
element of consolidation, must be taken as a foregone conclusion; it will be 
an unlucky bank clerk whose salary is not higher at the end of this year than 
it was at the end of last. 

If recruitment is taken as the main object of the whole exercise (and it is 
certainly one important factor in the minds of all managements) the tendency 
may be to raise the junior members of the staff at the expense of their seniors. 
This kind of disproportionate increase has, of course, been seen before: the 
salary table printed in last February's article shows the comparison between 
1939 and 1951 scales to be: at entry, more than 100 per cent. increase, and at 
I5 years’ service, about 35 per cent. It is generally accepted that a similar 
flattening out has taken place in the ranks of the “‘ appointed ”’ officials, but 
as no published figures are available this cannot be easily demonstrated. It is 
always unfortunate when either age or responsibility is deferred to the expe- 
diency of recruitment (and, on the long view, it may even be harmful to recruit- 
ment); in present circumstances the only justification, apart from that 
expediency, of further preferential treatment for the young is the very great 
and almost unprecedented difficulty of setting up a middle-class home in the 
midst of so steeply rising prices; men of 40 or over, who probably furnished 
and may have bought their houses before 1940, can be as much as {150 per 
annum better off than their colleagues doing the same to-day. Whether this 
kind of consideration can be held to justify bringing the unappointed ledger 
clerk still nearer his manager in salary is a very open question. 

What, if anything, the other banks will do in the matter of grading must 
also be a matter for speculation. There has been much discussion for many 
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years past of the pros and cons of various schemes of grading—for example, 
there was a valuable series of articles in THE BANKER in 1948 on “ Staffing the 
Clearing Banks ’’, which dealt with the question from a number of radically 
different points of view; but it was quite widely believed then that all such 
discussion was academic, and that the banks would allow things to drift along 
in the time-honoured manner. Certainly, few had envisaged as a practical 
possibility so courageous a break with tradition as the present offer of what 
amounts, with London allowance* and bonus at the present rate, to {800 a 
year for the 28-year-old. It is hard to assess the effect of the new Lloyds 
grading on the existing junior staff, but it seems likely to be for their good; 
it was stated in the announcement of the plan that those of the existing staff 
considered suitable would be appropriately up-graded in salary, although not 
categorized in the higher grades. The attraction of the top grade will have 
important effects on recruitment, and must surely have repercussions in the 
other banks, none of whom can watch with equanimity competition of this 
kind in the ever more restricted field of near-professional recruitment. 

Whether, or to what extent, the grading will involve two-tier recruitment 
as well is yet another matter for debate. The Lloyds announcement makes no 
mention of University recruitment as such, but the higher grade salaries are 
good enough to attract many graduates, and those not only the poorer in 
quality; an interesting comparison is provided by the Burnham scale range of 
£375 to £630 per annum for assistant masters. 

It will be an open question for many years whether the graduate is neces- 
sarily a better prospective general manager than the secondary school 
product; but pessimistic opinions in the banks on this point echo so closely 
older, and now disproved, views in other walks of life that they should perhaps 
be discounted. The arguments for university recruitment were marshalled by 
Lord Balfour of Burleigh in his Presidential address to the Institute of Bankers 
in 1950, and it is appropriate that Lloyds Bank under his chairmanship has 
now at least established a framework in which such recruitment can be tried 
more extensively and more fairly than by the one or two half-hearted experi- 
ments that have come to nothing in the past. 

Whatever comes of it, the introduction of grading is more significant than 
any modification of the salary structure could be; but it has so far caused 
much less comment than the salary increases that have accompanied it. The 
Bank Officer, N.U.B.E.’s monthly Journal, in its first notice of the changes, 
gave nearly all its attention to the salaries, hardly any to the grading; and 
bank staffs generally, as far as one observer’s experience can be regarded as 
representative, are similarly more concerned with cash to-day than with 
staffing policy to-morrow. In this they are probably short-sighted; the 
introduction of grading now can quite conceivably affect the retiring salary 
of any serving bank officer of less than, say, 40 years of age. 

No apology is offered for the inconclusive nature of this article. The changes 
here discussed are obviously dramatic and are probably the most notable 
developments in bank staffing since the formation of the Bank Officers’ Guild 
(now the N.U.B.E.). But exactly how important they are can be seen only 
when the paper programme begins to be implemented. 








* It may be noted that the London allowance, and certain other special allowances, have 
lately been raised by most banks. Where thus increased, the London allowance is £50 per annum, 
whereas formerly it was £30 or £40. 
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International Banking Review * 


Australia 


OLLOWING the recent decision of the International Monetary Fund to allow 
Prmembe: countries to devise their own procedures for controlling the trade in 

premium gold, the Federal Government has announced that gold producers 
will be permitted to sell the whole of their output at above-parity prices. A con- 
dition is that the metal shall be sold only in exchange for dollars. The Government’s 
decision to pay no regard to the South African “hint” that gold-producing 
countries should restrict premium sales to 40 per cent. of total output has caused 
some surprise. 

The Governor of the Commonwealth Bank, Dr. H. C. Coombs, has stated that, 
though Australia’s gold and exchange balances had been falling steadily for months, 
there was no immediate cause for alarm. He stressed, however, that Australia 
could not continue to import indefinitely at current rates unless abnormal export 
prices were obtained. He explained that part of the recent contraction in sterling 
balances was the result of the conversion of £50 millions sterling of British Treasury 
bills into the U.K. Government’s new funding loan. 


Belgium 

Although the Belgian surplus with E.P.U. has narrowed somewhat in recent 
months, it has continued to give trouble. In a further effort to reduce it the 
Government has imposed an export tax with rates ranging from I to 3 per cent. 
Steel products and copper alloys are chargeable at the highest rates. The tax 
applies to exports to all destinations, including the Belgian Congo, but the Dutch 
and Luxembourg Governments have claimed exemption under the terms of the 
Benelux customs agreement. 

The National Bank of Belgium has refused to provide finance for the expanding 
credit to E.P.U., with the result that the Government now has to find the money 


required from public funds. 


Brazil 


Revisions of the income tax laws have been carried out by the Government 
partly to discourage companies from building up reserves in excess of their capital 
but mainly to secure a substantial contribution from industry to the cost of the 
Government's capital development programme. Corporate bodies will be 
required to pay an annual surtax of 15 per cent. on distributed profits for the next 
five years. They will also be required to pay a tax of 3 per cent. on undistributed 
profits and allocations to reserves, except in the case of the technical reserves 
of insurance companies. The tax will apply to personal incomes in excess of 10,000 
cruzeiros per annum. Bonds are to be issued at the end of the five-year period 
equal to the amount of the surtax paid. They will yield 5 per cent. and will be 
repayable at a rate of Io per cent. per annum. 


Chile 
A new contract concluded between the Government and the American copper 
companies operating in Chile will permit the companies to obtain exchange for 
covering expenses in Chile at the highest legal rate—that quoted in the free dollar 
market and at present standing at about go pesos to the U.S. dollar. Previously 





* Other current international banking news is discussed in ‘“‘A Banker’s Diary ’’, on pages 1-6. 
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pesos needed for these purposes have had to be purchased at a rate of 19.32 pesos to 
the dollar. In return for this concession the companies are being required to submit 
to higher taxation. The rate of income tax is to be raised from 50 per cent., 
initially to 67.3 per cent. by adding to the present fixed rate a new variable rate. 
The decision to discontinue the practice of taxing the copper companies by exchange 
rate differentials has been prompted by the Chilean Government’s desire to simplify 
the exchange structure in accordance with recommendations made by the Inter- 
national Monetary Fund. 

Under the new contract, which, if ratified by the Chilean Congress, will be 
valid for 15 years, the American copper companies also undertake to invest more 
capital in Chile to increase their output. 


France 


As part of the general programme to defend the franc, the Foreign Exchange 
Office has ruled that private banks must transfer to the account of the Foreign 
Exchange Stabilization Fund against settlement in francs the portion of their 
balances abroad that is in excess of the amounts held on June 6, 1951. The 
stipulation applies to holdings of Swiss, Dutch, German, Italian, Portuguese, 
Swedish and Norwegian currencies. The Exchange Office has explained that the 
restriction has been imposed because the banks’ balances abroad, which represent 
working funds, have recently risen far beyond normal dimensions. 

M. Monnet, the author of the first Four-Year Plan, 1946-50, has been entrusted 
with the task of studying the longer-term prospects of the French economy and 
the possible results of its integration in a wider economy through the emergence 
of such supra-national authorities as the West European Coal and Steel Pool 
authority. The Government has decided to attempt to bring the 1952 Budget 
into balance by imposing new taxes to produce an extra Frs. 160,000 millions of 
revenue. The intention is to raise income taxes by I0 per cent., impose a 20 per 
cent. super-tax on industrial and commercial profits and extend the tax on business 
transactions to those arising from trading in second-hand cars. 


Germany 


As a result of talks in London between the Tripartite Commission on German 
Debts and a German Government delegation, the three Western Occupation 
Powers have agreed to a substantial scaling-down of claims arising from post-war 
aid to Germany. The United Kingdom has indicated that it is prepared to accept 
£150 millions in settlement of claims for {201 millions, France $11.8 millions in 
settlement of claims for $15.7 millions and the United States $1,200 millions for 
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$3,200 millions. Britain and France have also indicated that they will be willing 
to waive all interest payments and accept repayment of the reduced amounts over 
a period of 20 years. The United States has fixed an interest rate of 2} per cent., 
but has agreed to accept repayment over 35 years. The Western Powers have 
made these concessions to facilitate a settlement of Germany’s pre-war debts 
problem at the international conference on German indebtedness called for the 
end of January. They are conditional upon this settlement being fair and equitable 


to all parties. 


Iceland 


The International Bank for Reconstruction and Development has granted 
Iceland a loan of $1 million. The money is to be used for furthering the country’s 
programme for the development of agricultural production and, like the previous 
loan to Iceland, is expected to be made entirely in European currencies. Interest 
will be charged at 4} per cent., this including the usual I per cent. commission. 
Amortization will begin in 1956 and it is expected that the full amount will have 
been repaid by 1974. The equivalent in Icelandic kroner of materials to be bought 
in European countries from the proceeds of the loan will be loaned by the Agri- 
cultural Bank for buildings and other farm improvements. 


Israel 


Under an interim agreement concluded with the American Government, the 
U.S. will make available to Israel economic assistance to the amount of $25.7 
millions. Some two-thirds of the money will be used to pay for goods Israel 
purchased in the second half of 1951. The remainder will go to pay for capital 
equipment and foodstuffs. 

Agreement has been reached with representatives of the potash industry 
whereby potash production will be resumed by a new company that will take over 
the existing British-registered concern and in which the Israeli Government will 
have a substantial interest. 


Japan 
The Prime Minister, Mr. Shigeru Yoshida, has instructed the Ministry of Trade 
to draw up proposals to give priority foreign exchange allocations to importers 
wishing to buy goods from the sterling area, to limit dollar imports to goods that 
cannot be obtained elsewhere, to encourage imports of raw cotton, wheat and other 
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raw materials from sterling area sources and to secure preferential treatment in 
the banking system for applications for loans by importers wanting to purchase 
sterling area products. 

The Prime Minister has ruled that no attempt should be made to reduce sterling 
balances by withholding exports to the sterling countries. He has also indicated 
that complicated domestic banking procedures should be revised to simplify 
imports from the sterling area. The plan is intended to solve the problem of the 
growth of Japan’s sterling balances without causing a contraction of Japanese 
trade with the sterling countries. 


Jordan 


In talks with a financial delegation of the Jordan Government, the British 
authorities have agreed to furnish financial backing for the seven-year capital 
development programme. 


Philippines 

The Government has made an allocation of 11 million Philippine pesos for the 
redemption of guerrilla and emergency notes issued during the war. The notes 
were to have been redeemed two years ago, but the operation was suspended 
because of the stringent financial position of the Government. The Governor of the 
Philippine Central Bank has indicated that the allocation now being made may 
endanger the Government’s financial stability and has stated that unless official 
spending is reduced inflationary pressures will shortly develop. 


Switzerland 


The Finance Minister, M. E. Nobs, has announced that certain restrictions on 
trading in gold previously enforced by the Swiss authorities are being lifted. He 
indicated, however, that the sale of gold by the National Bank to private persons 
was not at present being considered. The restrictions to be lifted are those that 
Switzerland imposed on trading in gold at the request of the International Monetary 
Fund when that institution was asking non-member countries to assist in carrying 
out its (now defunct) premium gold policy in the 1947-48 period. 


United States 


The rate of interest on the November placing of $1,200 millions Treasury bills 
came out at I.7 per cent. This was the highest level touched by the Treasury bill 
rate for 18 years and the rise in the rate is stated to have caused some concern to the 
Government. 

The President’s Council of Economic Advisers has given it as its opinion that 
the stabilization of the American economy will be effected in 1952-53. The in- 
flationary lull in the last three-quarters of 1951 was attributed by the Council in 
part to the effectiveness of the Government’s control measures and in part to the 
fact that consumers and businessmen had satisfied their needs in the buying surge 
in the initial post-Korea period. The Council estimated that defence expenditure 
was now running at $45,000 millions per annum, the halfway mark to the eventual 
target figure of $65,000 millions. Total Federal Government spending was expected 
to reach $80,000 millions in 1953. 

Income from American investments abroad rose by nearly 25 per cent. in 1950. 
The year’s total, exclusive of undistributed earnings of $443 millions for U.S. 
controlled companies abroad, was $1,743 millions. The proportion of total overseas 
receipts derived from investments came out at 11.8 per cent. in 1950, compared 
with 5.4 per cent. in 1946. 
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Appointments and Retirements 





Bank of England—Mr. M. H. Parsons to be deputy chief cashier in charge of the Exchange 
Control and Overseas side of the Cashier’s Dept. on retirement of Mr. A. P. Grafftey Smith, 
C.B.E. Mr. L. J. Menzies to be a deputy chief cashier (Exchange Control and Overseas); and 
Mr. L. K. O’Brien to be deputy chief cashier. 

Barclays Bank—Darlington—Income Tax Dept.: Mr. H. H. Ashton, from Chief Office, to be 
manager; Tvustee Dept.: Mr. R. H. S. M. Sisk, from City branch, to be manager. Woking— 
Income Tax Dept.: Mr. W. J. Bushell, from West End branch, to be manager; Imspection Dept. : 
Mr. N. F. Macdona, an assistant inspector, to be an inspector. Edgware, High St.: Mr. N. R. 
Bannister, from Kingsbury, to be manager. Kingsbury: Mr. L. C. Whittle, from 27 Regent St., 
to be manager. Teddington: Mr. C. W. Staples, from Holborn, to be manager. Bristol, Stapleton 
Rd.: Mr. C. W. Hirst to be manager. Nelson: Mr. J. E. Miles, from Fleetwood, to be manager. 
Rochdale and Whitworth: Mr. L. L. Mills, from Nelson, to be manager. Tredegar: Mr. A. V. 
Davies, from Caerphilly, to be manager. 

Barclays Bank (D., C. and O.)—Mr. W. W. Milne, who has retired trom the general manage- 
ment, has been appointed a member of the London Committee. Mr. J. F. Cade and Mr. B. F. 
Macdona to be general managers. 

British Linen Bank—Jedburgh: Mr. R. Little, from Hawick, to be manager in succession to 
the late Mr. W. D. Hendry. 

Clydesdale & North of Scotland Bank—FPeterhead, Broad St.: Mr. W. McConnachie, from 
Portree, to be manager on retirement of Mr. C. H. D. Middleton. Portree: Mr. G. D. Harvey, 
from Fraserburgh, to be manager. Tarland: Mr. R. Rae, from Ellon, to be manager on Mr. 
W. Fowlie’s retirement. 

District Bank—Cardiff: Mr. W. A. Bailey, from Water St., Liverpool, to be manager. Dukin- 
field: Mr. J. M. Marsland, from Mumps, Oldham, to be manager. Oswaldiwistle: Mr. G. Kellett, 
from Burnley, to be manager. 

Lloyds Bank—Bristol: Mr. C. Mudge to be manager on retirement of Mr. J. McLeod; Mr. 
E. B. Baker, from Head Office, to be assistant manager. Newport, Mon.: Mr. S. W. Wilson, 
from Pontypool, to be manager in succession to Mr. W. R. Bazley, who has been seconded to 
the Administrative Staff College. Tyvuvo: Mr. S. A. Hooper, from Falmouth, to be manager in 
succession to the late Mr. N. A. Grose. Weston-super-Mare: Mr. J. E. Griffiths to be manager 
on retirement of Mr. J. E. J. Rees. 

Martins Bank—Mr. J. A. Naisbitt to be Midland district general manager and Mr. R J. Lees, 
from London, to be Midland district superintendent of branches. 

Midland Bank—Head Office: Mr. A. V. Scholes to be a general managers’ assistant. Mr. C. 
Bosworth, from Liverpool, to be a superintendent of branches. Intelligence Dept.: Mr. J. E. 
Maycock to be manager’s assistant (Research) on resignation of Mr. A. Allan. London—Ber- 
mondsey, Jamaica Rd.: Mr. E. A. Curtis to be manager; Golden Square: Mr. F. E. Marriage 
to be manager on retirement of Mr. R. F. S. Aylard. Brighton, North St.: Mr. H. W. Sheffner 
to be manager in succession to the late Mr. A. S. Vaughan. Liverpool, Old Hall St.: Mr. J. F. 
Smith, from Chester, to be manager. Mumbles: Mr. 1. Walters, from Ferndale, to be manager on 
retirement of Mr. H. P. Coles. Southall, Regina Rd.: Mr. A. G. F. Cartwright to be manager. 
National Bank of Australasia—Mr. H. D. Giddy to be chairman, Sir Frank G. Clarke, K.B.E., 
M.L.C., to be vice-chairman, and Mr. F. E. Loxton deputy chairman. 

National Bank of Scotland—Edinburgh, West End: Mr. J. Ritchie Cameron, from Head Office, 
to be manager in succession to the late Mr. F. J. B. Mackie. Stivling: Mr. D. J. Walker, from 
Dalkeith, to be manager in succession to the late Mr. R. Graham. Bannockburn: Mr. A. McWattie, 
joint manager, to be sole manager. Dalkeith: Mr. J. A. O. Kirk, from Whithorn, to be manager. 
Whithorn: Mr. A. Hannay, from Stranraer, to be manager. Kilmarnock: Mr. D. J. McIver to be 
sole manager on retirement of Mr. D. S. Fraser, joint manager. 

National Provincial Bank—Sir Frederick William Leith-Ross, G.C.M.G., K.C.B., has been 
elected a deputy chairman. Head Office: Mr. R. Marwood to be head of advance dept. Mr. 
R. F. Smith to be a joint chief controller. Mr. J. M. Lillywhite to be a joint chief controller 
(Realisation Section). Mr. J. A. Thompson to be a controller, advance dept. Mr. F. Neale to be a 
controller (Realisation Section). Trustee Dept.: Mr. E. D. Corkill, from Head Office, to be 
deputy manager. Orchard St. Corner: Mr. L. G. Hunt, from Fenchurch St., to be manager. 
Pont St.: Mr. D. T. Maynard, from Orchard St. Corner, to be manager on retirement of Mr. C. 
Pickerell. Mr. F. N. Boddy, from Sheffield, and Mr. F. G. Eldridge, from Shaftesbury Avenue, 
to be inspectors of branches. 

Union Bank of Scotland—Cupar (Fife): Mr. J. S. Watson, from Stirling, to be manager in 
succession to the late Mr. P. D. McLachlan. 

Westminster Bank—Trustee Dept., Threadneedle St.: Mr. E. H. Hulbert to be manager in 
succession to the late Mr. R. W. Jones. Clifton, Regent St.: Mr. F. C. H. Irwin, from Stokes 
Croft, to be manager on retirement of Mr. M. E. Goodfellow. Tower Bridge: Mr. A. A. Gates, 
from Newington Butts, to be manager on Mr. F. G. Goulden’s retirement. 
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National Savings 
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d Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ye ficates Bonds Banks Total ficates Bonds Banks Tota\ 
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Treasury Deposit Receipts 


Raised Redeemed 
£m. {m. 
260.0 142.5 
~= 29.5 
140.0 190.0 
55.0 ieee 
100.0 139.0 
go .0 146.5 
75.0 75.0 
50.0 25.0 
35.0 54-5 
go.o 125.0 
—- 115.0 
, —- 50.0 


Outstanding t 
{m. 
872. 
465. 
350. 
595 
525. 
283 
319. 
344- 
344. 
325. 
290. 
175. 
125. 


CODOMUMNO000°7ONO 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
+t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
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Net New IQ5I Net New 
Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit at end of 
U.S. and Purchases S. African Change Period 
Canadian from - Gold E.R.P. in 
Credits I.M.F. Loan Reserves 
908 1123 - — o= + 220 2696 
4131 3273 240 _- — — 618 2079 
1710 352 128 325 682 — 223 1856 
330 30 32 — 325 + 56 1912 
632 30 ==: — 340 — 262 1651 
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+ 398 _ “ “ 146 + 544 3300 
+805 45 — — 762 +1612 3300 
+ 360 — — ~—e 98 + 458 3758 
+ 5 —_ eat ae 55 + 109 3867 
— 638 a o — 40 - 598 3269 





ves 
| of 


97 
D9 





THE 


COMMERCIAL BANK OF SCOTLAND 


— -- ————- -— —- — —— 


CONTINUED BUSINESS EXPANSION 


EFFECTS OF TAXATION ON INDUSTRIAL FINANCES 


LORD ROTHERWICK’S REVIEW 


HE annual general meeting of the share- 

holders of the Commercial Bank of 

Scotland, Ltd., was held at Edinburgh 
on December 13, 1951, with the Deputy 
Governor, Lord Rotherwick of Tylney, pre- 
siding in the absence of the Earl of Mar and 
Kellie through illness. 


Lord Rotherwick said: 


Before commencing the business of the 
Meeting, it is fitting that I should refer to the 
loss we have sustained during the year through 
the death of Sir Thomas Henderson, who was 
associated with us as an Extraordinary Director 
since 1930. His connection with, and his 
interest in, the Bank extended over a much 
longer period, however, and his death is 
regretted by all who knew him. 


The Governor of the Bank, the Earl of Mar 
and Kellie, is still not well enough to be in his 
place to-day, and I am sure it will be your 
desire that I send him through his son, Lord 
Erskine, whom we are glad to have with us, a 
message of good wishes from all of us who are 
assembled here. 


For myself, | am pleased to preside once 
again at the Annual General Meeting of the 
Shareholders of the Bank, and to present a 
Report by the Directors which, despite the 
difficulties and uncertainties of the times 
through which we are passing, will, I think, 
be regarded as satisfactory. 


THE ECONOMIC SITUATION 


In addressing you in recent years, the 
Governor and I have made a point of drawing 
your attention to some of the facts which 
seemed to us to affect the situation in which 
this country finds itself—both at home and in 
the international sphere—and perhaps I may 
be permitted to do so again, although I am 
very conscious of the difficulty of making any 
suggestion, or forecast, when so many uncertain 
factors have to be taken into account. 


XXVii 


We are met very shortly after the upheaval 
of a General Election, and at a time when a 
new Government has had little opportunity of 
declaring its full policy. It is, of course, not 
my intention to offer any comment on the 
purely political aspect of the national situation; 
but you will appreciate that these recent 
changing circumstances add to the difficulties 
of forming any clear picture of the outlook for 
the country. 


When I addressed you a year ago, the 
Government had, but a short time before, 
embarked upon a rearmament programme 
which was then estimated to raise our total 
defence expenditure to about 43400 million 
spread over the following three years. Since 
then the programme has been revised and the 
estimates have increased to a figure approxi- 
mating {£4700 million. It is obvious—as |] 
said then—that this vast expenditure cannot 
be merely superimposed on our present-day 
economy in the shape of further taxation. The 
most stringent economy must be effected in 
other Government expenditure. 


NEED FOR REALISM 


At this time last. year the position in regard 
to our Overseas balance of payments had 
shewn considerable improvement, and at the 
beginning of the year our Gold and Dollar 
Reserves had increased sufficiently for Marshall 


Aid to this country to be suspended. Since 
then, however, there has been a _ serious 


deterioration in the country’s trading position, 
and the fall in our Gold and Dollar Reserves 
as shewn by recent Treasury figures, throws 
into relief a very disturbing situation indeed. 
Since 1945 we have faced one crisis after 
another, but it seems to me that over the 
coming months we are likely to be faced 
simultaneously with many of the same diffi- 
culties in aggravated form. It would be 
foolish to expect that easy or quick solutions 
can be found for these problems; but public 
utterances of recently appointed Ministers, 











while stressing the gravity of the position in 
no uncertain fashion, all give rise to the 
impression that it is the intention of the 
Government to tackle the situation with the 
utmost realism, no matter how painful the 
consequences may be for all of us during the 
next few years. As in the past the people of 
this country will accept necessary hardships 
against a background of facts plainly stated 
and understood. 


TAX BURDEN ON INDUSTRY 

Two points seem to me to be worthy of 
mention once again. First, the burden and 
the incidence of taxation which lies so heavily 
upon industry, and second, the prime necessity 
of achieving higher production in industry. 
Bankers have been very conscious over a 
number of years of the difficulttes facing indus- 
trial concerns by reason of their inability to 
finance themselves from earnings retained in 
the business to meet plant replacements and 
the cost of raw materials at the high prices 
ruling to-day. The result has been to force 
industry into other methods of finance—par- 
ticularly into an excessive dependence on Bank 
loans—and my own view is that some measure 
of alleviation is long overdue if the Capital 
structure of industry is not to be impaired 
beyond remedy. As you are all aware, a 
Royal Comission has been set up to examine 
the situation, and it is to be hoped that a 
Satisfactory solution will be found to this 
Serious problem without undue delay. The 
Memorandum submitted t» the commission by 
the British Bankers’ Association I think may 
be regarded as a model of clarity. 


INCREASED PRODUCTION ESSENTIAL 


With regard to the second point, it is ad- 
mitted on all sides that in higher production 
lies the answer to most of our troubles—any- 
thing that can be done towards this end, and 
towards reduction of costs, will assist in the 


ultimate solution of our difficulties. The task 
will not be easy, in view of the situation 
regarding fuel and raw materials; but full 


co-operation and a maximum effort by all will 
do much. To secure that co-operation it is 
essential that everyone should appreciate the 
facts of the situation, and that appreciation 
will not be achieved unless the country’s 
position is explained in the most unequivocal 
fashion. These, of course, are matters which 
call for Government action, and all that we 
can do is to draw attention to their fundamental 
importance. 


THE BALANCE SHEET 


I would now ask you to consider the Balance 
Sheet from which you will find that Parp-up 
CAPITAL is unchanged at £2,600,000, and that 
the RESERVE FUNDs stand at £4,000,000, to 
which figure it was raised a year ago. 
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NOTES IN CIRCULATION, amounting to almost 
£13,300,000, are higher on the year by nearly 
£820,000, the increase reflecting the higher 
costs and higher wages now ruling. 


Deposits and other CREDIT BALANCES at 
£123,336,000 are greater than a year ago by 
45,261,000. These are record figures which are 
well spread over our network of offices, and 
while they point to a certain expansion of 
business, it may be assumed that they also 
afford some evidence of the present inflationary 
tendency. 


ACCEPTANCES and ENGAGEMENTS on Ac- 
COUNT of CUSTOMERS at £6,016,000 are up on 
the year by £2,077,000, which is in line with 
the increasing business being done by our 
customers in the international field. 


On the ASSETs side, CASH, BALANCES WITH 
OTHER BANKS, MONEY AT CALL and SHORT 
NOTICE in LONDON, BRITISH GOVERNMENT 
TREASURY BILLS,’ BRITISH GOVERNMENT 
TREASURY DEposIT RECEIPTS, and other in- 
vestments—which are almost entirely British 
Government Securities—produce a total of 
£103,220,000, equivalent to almost 76% of 
our Liabilities to the Public in respect of Notes 
in Circulation and Deposits. 


EFFECTS OF TAXATION 
At £38,248,000, Bitts DISCOUNTED and 
LOANS and ADVANCES together shew an 


increase of £8,089,000, and while such a trend 
bespeaks an active and expanding business 
throughout our offices, it is also a reminder of 
the burden which is being carried by Industry 
to-day. Heavy taxation—of which I spoke 
earlier—has made it impossible for industrial 
concerns to build up the funds necessary for 
re-equipment and the financing of raw materials 
at present-day prices, with the result that their 
dependence on their Bankers is greater than 
ought normally to be the case. The situation 
is no less easy for the Banks because of the 
need to give heed to the restrictions which 
have been laid upon them from time to time 
with the object of keeping borrowing within 
appropriate limits and channels, and it seems 
likely that the task confronting the Banks will 
become more difficult so long as the erosion of 
real capital is allowed to continue. 


RAPIDLY INCREASING COSTS 

As to the result of the OPERATIONS of the YEAR 
you will observe that PROFIT is less by £13,167, 
which may be regarded as satisfactory; but 
I think it right to mention that we now face 
more difficult times. While it is true that our 
advances should earn more during the coming 
year, our costs continue to rise steeply—par- 
ticularly salaries, which are by far our largest 
outlay. Moreover, the fall in the values of 
British Government Securities is a disturbing 
feature, and cannot have other than an adverse 
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have funds invested in such securities. 


Out of the sum available the Directors have 
allocated {100,000 to Centingency Fund, and 
£100,000 to increase the Fund for Officers’ 
Pensions. 


Interim Dividends on the ‘‘A’”’ Shares of 
74%, and on the “ B” Shares of 5%, less 
Income Tax, were paid in July last, and it is 
now proposed that a further distribution of 
74%, on the ‘“‘A”’ Shares (making 15% for the 
year), and 5% on the “ B” Shares (making 
10% for the year), both subject to Income Tax, 
be approved. After payment of the Dividends 
and Allocations, the Carry Forward to next 
year's Account amounts to £87,829. 


TRIBUTE TO THE STAFF 

It would not be appropriate were I to con- 
clude without referring to the valuable service 
rendered by all members of the Staff, the result 
of whose efforts are reflected in the Report 
I have presented to you to-day, and on behalf 
of the Shareholders and customers alike, I 
offer them our sincere thanks. 


It is proposed that the Earl of Mar and 
Kellie be re-elected Governor; that I be re- 
elected Deputy Governor and that the Extra- 
ordinary Directors, whose names appear on 
the List, be re-elected. 


effect on any institution which must always 


SIR JOHN MAXWELL ERSKINE, 
C.B.E., D.L. 


Since last we met, the Directors nominated 
Sir John Maxwell Erskine, C.B.E., D.L., 
General Manager of the Bank, to be an Ordinary 
Director, and his appointment falls to be con- 
firmed by this Meeting. My comment here 
need only be brief. The Balance Sheet and 
Report which I have just presented is the 
twentieth which has been produced under Sir 
John’s management, and I think you will agree 
that the progress of the Bank during that 
period more than justifies his appointment to 
a seat on the Board. It is proposed that he, 
and Mr. George Turcan Chiene, the Ordinary 
Director who retires at this time, be re-elected 
Ordinary Directors of the Bank. 


Mr. Maurice Crichton, C.A., Glasgow, and 
Mr. Ronald J. Henderson, C.A., Edinburgh, 
the Auditors, will, under the Provisions of the 
Companies Act, 1948, continue in office, and a 
Resolution fixing their remuneration will be 
proposed. 


I now Move that the Report and Accounts 
be adopted, and I shall call upon Mr. DouGLas 
MvuRE Woop to second the Motion. After that 
has been done, any Shareholder who may have 
any observations to make, will have an oppor- 
tunity of doing so before I put the Motion to 
the Meeting. 


The Report and Accounts were adopted. 








BRITISH AND FRENCH BANK 


(FOR COMMERCE AND INDUSTRY) 
LIMITED 





Capital : £1,000,000. 


Subscribed and Paid : £750,000. 





Telephone : 


IMRIE HOUSE, 33-36 KING WILLIAM STREET, LONDON, E.C.4 
MANSION HOUSE 5678 r 
Branch at LAGOS, NIGERIA 





A Member of the B.N.C./. Group 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE (AFRIQUE) 
CREDIT FONCIER DE MADAGASCAR ET DE LA REUNION 
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THE HON. DAVID F. BRAND’S REVIEW 





HE fifty-ninth annual general meeting of 

The English, Scottish & Australian Bank, 

Ltd., was held on December 12, in London, 
the Hon. David F. Brand, the chairman, pre- 
siding. 

The following is an extract from his memo- 
randum to the shareholders, circulated with 
the report and accounts for the year to June 30, 
I95I :— 

Since last I addressed you, there has been 
no improvement in the weather of international 
relationships. On the contrary, it has worsened 
as nationalism manifest, or concealing inter- 
national communism, has spread disorder 
further in the fields of politics and economics. 
The continuance of actual warfare in Malaya, 
French Indo-China and in Korea, recent 
happenings in the Middle East, together with 
the further deterioration of relations between 
Eastern and Western Europe, have made 
greater demands on labour and resources for 
purposes of rearmament and connected mea- 
sures of defence. 

INFLATION 

These factors have been the most potent 
in weaving the pattern of world trade during 
the last year. The resulting rising costs of 
raw materials and of labour, together with 
larger Governmental disbursements, have 
been mainly responsible for the high tide of 
inflation so apparent in most of the countries 
of the world to-day. The vrolongation of 
these conditions accentuates my theme of 
last year that this critical period with full or 
over-employment in many countries and 
extended financial resources, calls for the 
maximum of goodwill between organised 
labour forces and managements. The times 
are such that, without this conception of 
tolerance, there is real danger of chaos or of 
Governmental direction of commerce and 
industry, together with their labour forces, 
and of the bitterness that might be bred 
therefrom. 

In Australia, the very high price of wool 
during the 1950-51 season was to a great 
extent responsible for the quickly developing 
inflationary pressure. Other contributing 


factors were the strain ol financing a heavy 
o> » 


immigration programme, shortage of labour 
aggravated by the 40-hour working week, 
over-rapid expansion of industry coupled 
with insufficient supplies of power and certain 
raw materials, and finally the basic wage 
system which by law adjusts the reward of 
labour every three months to current living 
costs. 

Inflation of the type from which Australia 
is suffering results from causes partly beyond 
the power of her Government to cure, but 
actions taken to counter-balance the eftects 
include a stricter control of bank advances, and 
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of issues of capital, and recently, in the 
Commonwealth Budget introduced in October, 
substantially increased rates of direct and 
indirect taxation. The effectiveness of the 
last measure depends, of course, on the use 
made of the budgeted surplus of revenue over 
expenditure. 


THE BANK’S ACCOUNTS 

Advances to customers rose by £12,537,000, 
indicating some expansion in the _ bank’s 
clientele, in addition to the result of general 
inflationary movements. Deposits, current 
accounts, &c., have risen 1n the year by nearly 
£21,000,o00—an increase of about 24 per cent. 
Although in part this is also a characteristic 
of inflation, there is on the other hand a 
genuine and substantial element of new 
business included in the increase, as is proved 
by the rising number of accounts recorded in 
the bank’s books. ‘The special deposit account 
of the Commonwealth Bank of Australia has 
increased by nearly £5,000,000, and may be 
regarded in conjunction with the rise of 
£9,372,000 in the special account on the assets 
side already referred to. The remaining items 
of liabilities require no separate comment. 

The gross profit was £553,000 higher than 
in the previous year, but an increase of 
£404,000 in operating costs reduced the 
improvement in profits before charging tax, 
to £89,000. However, taxation required 
£95,000 more than last year, with the resuit 
that the net profit fell by approximately £6,000. 


TAXATION 

The recent substantial increase in rates of 
tax on company profits in Australia does 
not affect the amount of tax payable by the 
bank,” as the double taxaticn relief agree- 
ment of 1946 allows this to be set off against 
the greater tax payable by United Kingdom 
companies. It is, however, pertinent to 
observe that the differential between com- 
pany taxations in the United Kingdom and 
Australia has considerably diminished. 

From the net profit of £253,883, there has 
been paid an interim dividend of 2s. per share 
less United Kingdom income-tax at a cost of 
£52,500, and £35,000 has been appropriated to 
the bank’s officers’ provident fund. The 
board recommend a final dividend of 4s. 
per share less United Kingdom mcome-tax 
at a cost of £105,000. This leaves a balance 
of £61,383, which added to the amount carried 
forward from last year, makes £517,931. 
From this figure £185,000 has been trans- 
ferred to the general reserve as_ already 
stated and, if the recommended fina! dividend 
is approved by shareholders, there will remain 
£332,931 to be carried forward in the profit and 
loss account. 

The report and accounts were adopted. 
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BARCLAYS BANK 
(DOMINION, COLONIAL, 
& OVERSEAS) 


SUBSTANTIALLY LARGER PROFIT 


-——--- —-- — — ----~ 


HE twenty-sixth ordinary general meet- 
ing of Barclays Bank (Dominion, Colonial, 
and Overseas) will be held on December 

28 in London. 

The following are extracts from the state- 
ment of the Chairman, Mr. J. S. Crossley, 
circulated with the report and accounts for the 
year to September 30, 1951:— 

The most striking feature in our figures this 
year is the increase of more than £60,000,000 
in the total of our deposits. While this is in 
part a reflection of general] inflationary ten- 
dencies and, in particular, of the sharp tise in 
the price of many of the staple commodities 
which are produced in territories which the 
Bank serves, it also results, in part, from fresh 
business connections and an expanding branch 
system. 

The striking increase in our principal earning 
assets has, as you would expect, exerted a 
marked influence on the Bank’s earnings during 
the period, and we are pleased to be able to 
report a substantial increase in the net profit 
figure after making the usual provisions. 

I should now like to refer to our proposals 
for a capital stock bonus, which was recently 
sanctioned by the Capital Issues Committee 
and the details of which have been circulated 
separately to the stockholders. It will be 
necessary, for the purpose of giving effect to 
this proposal, for you to approve a resolu- 
tion increasing the authorised capital from 
{10,000,000 to 15,000,000, and another 
authorising the capitalisation of a part of the 
reserve fund to permit the issue of one new 
share to the holders of every £4 of stock. It is 
also proposed to make a call of £1 on the “ B”’ 
shares. This will produce £500,000 of fresh 
money to augment the capital. 


DIVIDEND LIMITATION 

At the time of writing it is impossible to say 
whether dividend limitation is to be introduced, 
but if this were to happen it might be necessary 
for us to reduce the nominal rate of dividend 
to a figure which would ensure that the total 
amount of dividend received by stockholders 
did not exceed the figure paid out in recent 
years. This would be unfair in the case of our 
stockholders who have received only moderate 
increases in dividend, while the business of the 
Bank, and its internal strength, has gradually 
been built up. 

It would be interesting to hear an objective 
argument for dividend limitation. The main 
contention so far advanced in support of it 
seems to be based on nothing more substantial 
than prejudice and jealousy. Irresponsible 
elements have conjured up a picture of wealthy 
stockholders reaping rich rewards, in the shape 
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of high dividends, during a period when rising 
prices are causing serious hardship to all other 
sections of the community. If true this would 
indeed be a revolting picture, but it is palpably 
false. 

The figure that now has to be set aside for 
taxation represents a crushing burden. Taxa- 
tion on such a scale cannot fail to exert an 
inflationary influence over the whole economy. 
While reducing on the one hand the reward 
for initiative and effort and so discouraging 
production, on the other hand it encour?ges 
waste and extravagance. 


[ had to refer last year to the tendency for 
companies with important interests overseas 
to transfer their domiciles out of this country 
in order to avoid such burdensome impositions. 
This tendency gained momentum during the 
year; unfortunately, instead of attempting to 
remove the underlying cause of the migration, 
the authorities introduced legislation to pro- 
hibit the migration itself. This purely negative 
action provides no solution at all—a disease is 
not cured even though a particular symptom 
may temporarily be suppressed. If we lived 
in a world sufficient to ourselves the con- 
sequences of such legislation might not be 
disastrous, but it is a world of hard, unaccom- 
modating economic facts. 


CAPITAL NEEDS ENCOURAGEMENT 

Dividend limitation would merely be a 
further blow at the pre-eminence of London, 
and would reinforce the tendencies already set 
in motion. Capital, which is the accumulation 
of savings, needs encouragement because it has 
an essential function to perform if enterprise is 
to be promoted. There is no other way except 
through the clumsy and inefficient mechanism 
of the Government agency. To put the 
capitalist system into a strait-jacket and then 
blame it for failing to function efficiently does 
not contribute towards the solution of the 
problems of to-day. 


So much has been said and written recently 
on the subject of inflation that there seems to 
be a widespread tendency to accept it as our 
inevitable fate, with a kind of helpless resig- 
nation. I do not share this view because I 
believe that it is something completely within 
our power to prevent. The very thing we now 
dread is, in fact, largely of our own creation; 
for we are now, and have been for years past, 
deliberately encouraging inflation on a grand 
scale. It is unfortunately true, and the fact 
must some day be faced, that much of the 
doctrine of the Welfere State is essentially 
inflationary. It is subsidising the consumption 
of more goods and services without requiring 
any commensurate increase in_ productive 
effort. This is a prescription for inflation; 
a prescription that has an alluring sound as 
had the sirens on the rocks for the sailors of 
Greek mythology. But, as was the case with 
them, it is as well not to approach too near. 
The drastic measures of Odysseus are perhaps 
hardly applicable to modern times, but a firm 
hand on the helm is needed if we are not to 
succumb to the fatal lure. 


GC) 





THE NATIONAL BANK OF SCOTLAND 





RECORD 


ADVANCES 





LORD ZETLAND’S ADDRESS 











Proprietors of The National Bank of 
Scotland Limited was held in the Bank's 
Head Office, Edinburgh, on December 20. 

Mr. W. H. Fraser, W.S., Chairman of the 
Board, invited the Right Hon. Lord Rowallan, 
K.B.E., M.C., T.D., D.L.—who had accepted 
the invitation of the Directors to fill the 
vacancy in the Deputy Governorship caused 
by the death of Colonel Sir Donald W. Cameron 
of Lochiel, K.T., C.M.G.—in the absence over- 
seas of the Governor, the Most Hon. The 
Marquess of Zetland, K.G., P.C., G.C.S.I., 
G.C.I.E., to take the chair. 

Lord Rowallan then read the address pre- 
pared by the Governor, from which the fol- 
lowing are extracts: 

The Balance Sheet as at November 1, 1951, 
has features of which a little notice should 
be taken. In the first place the total of 
{119,000,000 is the highest that has ever been 
attained in the Bank’s history, and in the 
second place a new record has been created in 
Advances and Discounts which, amounting 
together to almost £30,200,000, are about 
{6,800,000 higher than a year ago. As has 
always been our practice, these advances are 
widely spread over many industries and the 
Bank has played a full part in supporting the 
export and import trades. The help extended 
to international commerce is further shown by 
the obligations undertaken on behalf of custo- 
mers in the form of Acceptances, Endorse- 
ments, Guarantees and other like commitments 
for over {£9,000,000, all facilitating the free 
movement of goods the world over. 


STRONG LIQUID POSITION 

Notwithstanding the large increase in 
Advances, every care has been taken to 
preserve a strong liquid position, with imme- 
diate cash resources including Treasury Deposit 
Receipts of over £35,000,000, equal to about 
33 per cent. of Deposits and Note Circulation. 
This liquidity was maintained by reducing the 
investments by £5,600,000 to £44,000,000. 

Profits at £294,000 are {£6,000 lower, the 
reduction reflecting ever-increasing working 
costs, but only f102,900 is distributed as 
dividend. Even although the financial outlook 
is clouded, the Directors have felt justified in 
placing £75,000 to General Reserve instead of, 
as they might have done, allocating this sum 
to Inner Reserves. For the rest £30,000 is 
applied to Heritable Property, £75,000 to 
Pension Fund and {£10,000 to the Staff Widows’ 
Fund. The balance carried forward is close on 
£120,000. 


Te: 126th annual general meeting of the 


THE BANK RATE 
I have not hesitated in my addresses to you 
in the past, to criticise the cheap money policy 
which was the outcome of the country’s 


monetary outlook under the lead of an earlier 
Chancellor of the Exchequer some five or six 
years ago. And whatever may have been 
thought to be its merits by its advocates at 
the time, it is plain that it is now realised that 
in the circumstances of to-day its continuance 
would be not merely risky, but, in all probabi- 
lity fatal. In the past the raising of the Bank 
ot England discount rate, which sets the 
standard for all short term interest rates, was 
an effective weapon for the regulation of 
credit. 

More recently it seemsto have been for- 
gotten that money has its price and that it 
cannot be had, or created, without cost for 
the mere asking. But the raising of the Bank 
rate, modest though an increase of $ per cent. 
may be, means that that day is over. It means 
that money once again is to have some value 
and it requires that a much more careful 
account be taken of all expenditure, whether 
national, local or personal. It is a forgotten 
truth that dear money and high prices never 
go together and the raising of the Bank rate | 
is a Clear warning that the carefree days of 
cheap, or easy, money are passing away. 

THE BANK’S ROLE 

It is to be hoped that the real significance 
of the gesture by the Chancellor of the 
Exchequer on November 7 will not be lost 
upon the public. In bringing it home to them | 
the Banks have an important, indeed an 
essential, part to play—a part which in our 
own case is emphasised by the very feature 
in our Balance Sheet of which we are naturally 
and very rightly proud, namely, the record 
size of the figure under the head of Advances 
to which I have already directed your atten- 
tion. For the message flashed by the Chancellor 
of the Exchequer by his action on November 7° 
to Bankers all over the country is that in their 
dealings with their customers, they should 
serve as interpreters of the monetary policy 
upon which the country is now embarking. 

It may well be that the task entrusted to 
them will prove neither easy, nor agreeable, 
for it will mean that facilities for credit will) 
be more costly and less easily granted than in} 
the recent past. Nevertheless I cannot over- 
stress the importance of its conscientious dis- 
charge if the policy which it represents is to 
meet with success. We may at least claim 
that the omens are encouraging, for sterling 
is already beginning to command a new 
respect in the markets of the world. ; 

In conclusion, Lord Zetland announced his 
retirement from the position of Governor. 

The report and accounts were adopted ané 
resolutions were passed approving the appoint 
ment of Lord Rowallan-as Governor and Loré 
Balfour of Burleigh as Deputy Governor. 
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